edhecer a eee ad 


ee eee aS 


— 


ao rep oe 


eS eidteeteel tiees ee ed SSS 

















H. M. Byllesby and Co. 
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Results 


when the circuit 
is closed 


HEN industry closes the switch it expects and is entitled 
to instant response. Behind that switch, countless miles of 
wires and cables must not fail! 

To keep step with constant growth in the electrical industry, 
Standard has developed a full line of wires and cables to fill all 
needs. Large wires or small ones—aerial, underground or sub- 
marine—all quality built to assure minimum interruption to 
power users! 

One thing that has made for the success of Standard products 
is the close cooperation between our field men and technical staff, 
and many friendly Central Station engineers. It has been a pleas- 
ure to work with them in solving unusual problems in many parts 
of the country. 

With our products or engineering service, we shall be glad to 


serve you. May we have your inquiry? 


STANDARD UNDERGROUND CABLE COMPANY 
Division of General Cable Corporation 


Perth Amboy, N. J. 


STAN DARD 


UNDERGROUND 
* CABLE COMPANY * 
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Important advantages of the 
C-E Multiple Retort Stoker 


Remarkably smooth and reliable operation. 
Easy and accurate control of moving 


parts. 

High fuel burning capacity. 
Low air pressures. 

Effective ash disposal. 


Low maintenance costs. 


The C-E Multiple Retort Stoker is the re- 
sult of extensive research and develop- 
ment work—the sole objective of which 
was to build a multiple retort stoker dis- 
tinctly better than any existing stoker of 
this type—capable of superior perform- 
ance. This stoker is built in two types— 
the Super-Station for large boiler units 
and the Standard type for medium-size 


units. 


Dependability—the first requirement of a 
stoker designed for operation at high 
tatings is secured in the C-E Multiple 
_ Retort Stoker by a rugged structure. 
Capacity is assured by a maximum of 
under-feed area and an equable distribu- 
tion of fuel and air supply over the en- 
tire grate surface. Efficiency in regular 
operation is secured through ease of con- 
trol of fuel and air. Low maintenance 
is assured by proper air distribution, and, 


COMBUSTION 
200 MADISON AVE. 


parts subject to overheating, friction and 
wear are of heavy construction; but of 
such size as to permit of quick and easy 
handling. 


A new catalog illustrating and describing 
the features of the C-E Multiple Retort 
Stoker is now available and will be mailed 
upon request. 


This company offers eight types of me- 
chanical stokers whose satisfactory per- 
formance can be verified at hundreds of 
installations, under practically every 
combination of fuel, load demand and 
application arrangement. 


Other stokers manufactured by Combus- 
tion Engineering Corporation: 

Green Forced Draft Stoker Type E Stoker 
Green Natural Draft Stoker Type K Stoker 


Coxe Traveling Grate Stoker Type H Stoker 
C-E Fire-Tender Stoker 


ENGINEERING CORPORATION 


NEW YORK, N. Y. 
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Pages with the Editors 





THE various projects for regulating busi- 
siness in general and the public utility indus- 
try in particular from the nation’s capital 
rather than from the capitals of the states is 
creating a situation that is viewed with alarm 
or pointed to with pride—dependent upon the 
political and economic sympathies of the 
observer. 

* * 

THE question of a state’s rights to conduct 
its own affairs and to solve’ its own regu- 
latory problems is not a new one. 

* > 

Ir was one of the basic problems con- 
sidered by the fathers who framed our 
Constitution; it was one of the factors 
that brought about the Civil War; it is 
one of the bones of contention between the 
Wets and the Drys today. 

* * 

Tue steady growth of this country’s util- 
ity enterprises—notably the electric, gas and 
traction companies; the trend toward conso- 
lidations, mergers and interconnections, and 
the rise of the holding company, are injecting 
complications into the regulatory problems 
that make it increasingly difficult to deter- 
mine where the authority of the State Com- 
missions ends and the Federal Commissions 
begins. 


THE questions raised by these economic 
changes cannot be indefinitely evaded; sooner 
or later they must be answered. 


* * 


COMMISSIONER HOWELL 
(See page 259) 


ELLIS 


AND upon the wisdom and soundness of 
the solutions to these new problems the 
prosperity of our country will partly rest. 

ra o 

Tuts number of Pustic Uritities 
NIGHTLY presents the opinions of several 
outstanding authorities, each of whom sets 
forth a different, not to say conflicting, 
point of view, on these fundamental issues. 

* * 

A READING of these articles gives an il- 
luminating conception of the schools of 
thought into which the students of political 
economy are divided. 

* *~ 

THE viewpoint of a State Commissioner 
is presented in the article “Washington 
versus Main Street,” (pages 259 to 265) by 
Howett E ttis, of Indiana. 

~ * 


“As a citizen of Main Street, I want to 
enter my protest against further centraliza- 
tion of authority in Washington” states 
CoMMISSIONER ELLtis—who frankly advocates 
the conception of the relation between the 
states and the nation as _ propounded by 
James Mapison. 


Fort- 


* * 

CoMMISSIONER Ettis was born in Indiana 
in 1893; received his A. B. degree from 
De Pauw University -in-1914 and his A. M. 
in 1915; was engaged in newspaper work 
for several years, until he was appointed 
Secretary to the Indiana Commission in 
1915; since 1926 he has been a member of 
the Commission. 

. * 


SENATOR GrorGE W. Norris of Nebraska, 
the most widely known of the liberal ‘group 
in the Upper House and an indomitable ad- 
vocate of strongly centralized governmental 
authority, answers the leading question “Do 
you believe that our public utilities must 
eventually come under government owner- 
ship and operation” in unequivocal terms; 
(turn to pages 266 to 273). 

* * 

WHETHER or not the reader shares SEN- 
AToR Norris’ views—and there are those who 
oppose them as vigorously as those who 
espouse them—no one has ever accused the 
SENATOR of any lack of courage in his 
convictions; certainly he is a power that 
must be reckoned with, and his present 
views are of importance to everyone who 
has any interest whatever in the solution 
of the problems that confront the public 
utilities in this country. 


(Continued on page VIII) 
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Arc-resisting . . . fireproof . 


structurally strong .. . easily 
and economical. 


O other material used in cell structures com- 
bines all of the advantages of J-M Transite. 
Made of asbestos fibre and Portland Cement 
combined under tremendous pressure into un- 
laminated sheets, Transite has structural strength, 
toughness and rigidity. At the same time Transite 
offers maximum protection against arcing, will 
not burn, will not rot, and actually becomes tougher 
and harder with age. Transite is furnished in 
sheets, both flat and corrugated, which can be used 
singly or in combination to form strong, rigid 
panels that can be worked by ordinary carpenters’ 
tools and are quickly and easily erected. Transite 
used to replace thin-wall concrete eliminates the 
most costly part of usual cell construction and fur- 
ther assures animportant reduction in erecting time. 


erected 


Of pleasing color and smooth finish, Transite 
adds to the appearance of the cell structure. Alter- 
ations and enlargements can be easily made with 
little loss of material as most of the Transite can 
be used again. 

We also recommend Transite for use as arc-barriers 
and partitions, for walls and liners for fuse boxes, as 
resistance bases and housings, for troughs and ducts 
around heavily loaded cables and buses, as well as for 
indoor and outdoor housings for transformers. Our 
engineers are specialists in the use of this unusual material 
and will gladly offer you suggestions and extend cooper- 
ation in its use. Use the coupon. 

*Trade-Mark Registered 


ohns-Manville 
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PAGES WITH THE EDITORS (continued) 


HON. EDWARD N. HURLEY 
(See page 274) 


IN contrast to the attitude of SENATOR 
Norris is that of Hon. Epwarp N, Hur- 
LEY; (turn to pages 274 to 279). 

4 * 

“I po not agree that government should 

. undertake business or industrial func- 
tions,” declares Mr. Hurtey. 

ok * 

Anp he gives his reasons for believing 
that the utility industry “has been brought 
to its high state of development and can be 
brought to the higher stage predicted for 
it, only through the policies and principles 
of private ownership.” 

* « 

OsviousLy, no one can agree with both 
Mr. Hurtey and Senator Norris; they 
represent wholly divergent points of view. 

* * 

But the opinions of both are significant 
of the widely-separated schools of thought 
which they represent, and the editors believe 
that these first-hand expressions from each 
are illuminating, as they are authoritative, 
contributions to the literature of the subject. 

« * 

Paut Tomutnson, (whose article “the 
Passing of the Utility Merger Bugaboo” 
appears on pages 382 to 385), of Princeton 
University, is well known through his con- 
tributions on economic themes to the lead- 
ing magazines. 

* * 


Wittrm M. Wuerry, who points out 
(on pages 286 to 291) the significance of the 
recent Baltimore rate-case decision by the 
J. S, Supreme Court, is a prominent New 
York lawyer who is a frequent contributor 
to this publication. 


SENATOR GEORGE W. NORRIS 
(See page 266) 


In some wholly inexplicable way the Hoy. 
. SHAUGHNESSY, Chairman of the 
Nevada Commission and ‘a contributor to 
this magazine, was credited on our February 
6th cover to Nebraska... And CHArRMAN 
SHAUGHNESSY, polished diplomat that he is, 
called our attention to this error in a mere 
parenthetical phrase. 

* * 

Amonc the recent Commission decisions 
published in this issue (turn to the depart- 
ment “Public Utilities Reports”) the follow- 
ing are of particular interest : 

* 


THE Missouri Commission has announced 
that it will not tolerate inadequate service 
which ‘results from the lack of proper super- 
vision caused by the failure of public utility 
officials and officers to co-operate among 
themselves. (See page 444.) 

+ * 


In these days of investment trusts, special 
interest attaches to a decision in the District 
of Columbia in which it is ruled that a 
Massachusetts trust is not subject to a law 
prohibiting stock purchases in public utilities 
by a foreign corporation. (See page 417.) 


DonATIONS to various organizations by a 
public utility company have again fallen 
under the ban of a Public Service Con- 
mission. (See page 431.) 

* * 


Tue leading article in the next issue of 
Pusiic Utiitres FortnicgHtty—out March 
20th—will treat of the growing demand for 
regulating utility securities issues, contributed 
by Gerorce C. Matuews, Director of the 
Statistical and Securities Divisions of the 
Wisconsin Railroad Commission. 


—THE EDITors. 
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Start Now to Build 
a College Fund With 


Cities Service 
Common Stock 


OUR children deserve a college education— 
and you can give it to them. 


If you will make a small investment monthly in 
Cities Service Common stock—and reinvest under 
the Doherty Reinvestment Plan—you can start 
now to build up the necessary fund. 


Later, the income alone may be enough to pro- 
vide for the entire expense of four years at a 
university. 


HENRY L. DOHERTY & COMPANY 
60 Wall Street © New York City 


Branches in principal cities 





Mail the Coupon 














Henry L. Dowerty & Co. N. 

60 Wall St., New York City | ©” 
Please send me full in- | Address 

formation about Cities Ser- 


vice Common stock. 
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Reminders of 
Coming Events 
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The Corporation Commission of North Carolina was created, 1899. Joun WaNAMAKER 
amazed Philadelphia with the first arc lights in his store, 1878. 





F 


The “Railroad and Warektouse Commission,” of Minnesota, was created, 1887. > 
A. G. Bett took out his first telephone patent, 1876. 





The Act creating the Public Utilities Commission of Idaho passed the State Senate, 
1913. The Public Utilities Commission of Utah was created, 1917. 





The first Pullman sleeping cars, consisting of three tiers of crude bunks, were put 
into service on the Cumberland Valley Railroad, 1836, 





The Public Service Commission of Kansas was created, 1925. Marconr sent a radio 
message the record-breaking distance of 4 miles, 1897. 





NatHantret Wrertt, heading a band of pioneers in schooners for Oregon, set out from 
Boston to blaze the trail for transcontinental railroads, 1832, 





The first model of the electric traction was exhibited at Springfield, Mass., by Txos. 
Davenport, a Vermont blacksmith, 1835. The U. S. Post Office was established, 1789. 





The introduction of parcels post and reduced express rates ordered by the Interstate 
Commerce Commission caused the retirement of the U. S. Express Co., 1914, 





The first street railway cars to be operated in the United States (drawn by ® 
horses) were put into service by the Third Avenue Line of New York, 1831. 





Louisiana’s first public telephone exchange was opened in New Orleans, 1879. | Your 
income tax returns must be filed today. 





The first experimental alternating current system was put into operation at Great 
Barrington, Massachusetts, 1886. 





The possibilities of air transport as a coming public utility were demonstrated by the 
first round-the-world airplane flight, starting on St. Patrick’s Day, 1924. 





The first ocean steamer “Savannah,” belching smoke as it left New York, on her 
maiden trip, was thought to be on fire and a cutter was sent to the rescue, 1819. 











Steam heating, as a public utility, got its start when Brrposatt Hotty of Lockport, 
N. Y., ran a pipe through his backyard to a radiator in his house, 1877. 











“I deserve credit only for not believing fools who said 
it couldn’t be done.” 
—NAPOLEON 
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“ARTERIES OF EMPIRE:” AN 
ART STUDY SYMBOLIC OF THE 
BUILDING OF AMERICA’S TRAFFIC 
WAYS: BY FRED DANA MARSH 
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Washington Versus Main Street 


The Federal Government’s Challenge to the 
Sovereignty of the States and to 
the State Commissions 


By HOWELL ELLIS 
MEMBER OF THE PUBLIC SERVICE COMMISSION OF INDIANA 


tion of the Constitution of the 
United States had aroused excit- 
ed controversies among the people 
throughout the country. Rumors and 
counter-rumors were spreading like 
wild fire gaining in exaggeration 
upon repetition and threatening the 
very existence of the infant nation 
which had so lately thrown off the 
yoke of British oppression. 
Convinced of the wisdom of the 
adoption of the Constitution and de- 
siring to enlighten the people as to its 
real purpose and meaning, Alexander 
Hamilton, James Madison, and John 
Jay joined in the preparation of a 
series of masterful essays on the Con- 


* 1787 the question of the adop- 


stitution which have become known as 
the Federalist. 


NE of the fears of opponents of 

the Constitution was the sup- 
posed danger from the powers of the 
Union to the state governments. In 
refuting the arguments against the 
Constitution as a menace to the sov- 
ereign powers of the states, Madison, 
in one of the Federalist articles, said: 


“The powers delegated by the pro- 
posed Constitution to the Federal 
Government are few and defined. 
Those which are to remain in the 
states are numerous and indefinite. 
The former will be exercised princi- 
pally on external objects, as war, 
peace, negotiations, and foreign com- 
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merce ; with which last the power of 
taxation will, for the most part, be 
connected. The powers reserved to 
the several states will extend to all 
objects, which, in the ordinary course 
of affairs, concern the lives, liberties, 
and properties of the people ; and the 
internal order, improvement, and 
prosperity of the state.” 


It is a far cry from the relation of 
the state and Federal Government as 
pictured by Madison to the situation 
as it exists today. In some instances 
the Constitution has been amended 
and in others construed to increase the 
authority of the Federal Government. 
_ The growth of Federal power has 
brought about a situation whereby al- 
most every activity of the average 
citizen comes under the scrutiny of 
official Washington. The leading 
case before the bar of public opinion 
today, as I see it, is Washington vs. 
Main Street. 

It is time for serious consideration 
to be given to the tendency toward 
complete centralization of authority 
in the Federal Government. 


O NE of the latest proposals for fur- 

ther centralization of authority 
in the Federal Government is in con- 
nection with the insistent demand 
arising in some quarters for Federal 
regulation of public utilities. 

While it is my opinion that Federal 
control is not in the best interest of 
either the public or the utilities, this 
article is not written in the spirit of 
criticism of those who honestly advo- 
cate such action; rather it is my pur- 
pose to call attention to some factors 
which ought to receive sober thought 
before a step is taken which would 
result in further encroachment on 
the part of the Federal Government 


PUBLIC UTILITIES FORTNIGHTLY 


260 





upon the sovereignty of the states, 

While Federal regulation of utili- 
ties might be instituted under the 
guise of dealing with interstate prob- 
lems only, it would not be long be- 
fore the authority of the states in 
local matters would be overshadowed 
by the Federal agency—if the experi- 
ence of the past is any guide for the 
future. 

This is exactly what has happened 
in connection with the railroads even 
in intrastate commerce and when all 
the rails of the line concerned lie 
within the boundaries of a single 
state. 

I do not question the necessity of 
such a body as the Interstate Com- 
merce Commission, because of the in- 
terstate nature of a large part of rail- 
road service; but it is a fact that this 
agency has taken from the states al- 
most every vestige of control of steam 
carriers even when operated in intra- 
state traffic. 


— for example, the matter 
of intrastate freight rates. 

These rates are supposed to be un- 
der control of the various states 
through the agency of State Railroad 
Commissions or Public Service Com- 
missions, which, in addition to their 
duties in connection with public utili- 
ties, have jurisdiction over intrastate 
rates of steam carriers. 

Under the provisions of the thir- 
teenth section of the Transportation 
Act, it is possible for the Interstate 
Commerce Commission to take juris- 
diction of intrastate rates fixed by a 
state agency upon an allegation that 
the intrastate rates are prejudicial to 
interstate rates. 

This has been done in Indiana. I 
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The Trend toward the Centralization of Regulatory 
Authority in the Capital 


wk is HE growth of Federal power has brought about a 
situation whereby almost every activity of the aver- 
age citizen comes under the scrutiny of official Washing- 
ton. The leading case before the bar of public opinion 
today, as I see it, is Washington versus Main Street. 


al i is time for serious consideration to be given to the 
tendency toward complete centralization of authority 


in the Federal Government.” 





do not know by what peculiar co- 
incidence this section received the 
number “13” but it certainly was an 
unlucky day for the several states 
when the thirteenth section became a 
part of the law of the land. 


Nw" only in the field of intrastate 
freight rates has the Federal 
authority reached out and taken juris- 
diction of state questions but also in 
connection with the abandonment of 
railroad property. 

Without attempting to pass upon 
the merits of the final decision made, 
I call attention to the petition for 
abandonment of the Central Indiana 
Railway Company which was rather 
recently before the Interstate Com- 
merce Commission, as an example of 
the working of the Federal system.” 

The Central Indiana Railway Com- 
pany extended from Muncie, Indiana, 
to Brazil, Indiana, a distance of 127 
miles, all within the state of Indiana. 
The company owned 117 miles of its 
tracks and operated 10 miles over the 
tracks of another road. The road 
opened transportation from the coal 
fields of Indiana to the factory dis- 





11. C. C. Finance Docket, 5232. 
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trict of the state north of Indianap- 
olis. After gas discovery in central 
Indiana shipments of coal fell off and 
the road passed through two receiver- 
ships. It should be noted, however, 
that the receiver was able to operate 
the road during 1923 at a small profit. 
Officials of two competing roads 
bought the Central Indiana at a re- 
ceiver’s sale. 


Awe to abandon the road 
was filed with the Interstate 
Commerce Commission and the In- 
diana Public Service Commission 
asked to hear the case. A report was 
made by unanimous action of the In- 
diana Commission denying the peti- 
tion for abandonment. This report, 
together with a record of the evi- 
dence, was referred to an examiner 
of the Interstate Commerce Commis- 
sion, who made a preliminary report, 
following the report of the Indiana 
Commission recommending that the 
petition to abandon the road be de- 
nied. However, a division of the In- 
terstate Commerce Commission sub- 
sequently wrote an order overruling 
the preliminary report and the report 
of the Indiana Commission and or- 
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dered the abandonment of the road. 

The citizens who were affected by 
the abandonment prepared to take the 
order to court, on the theory that the 
Interstate Commerce Commission had 
exceeded its authority in view of the 
decision of the Supreme Court in the 
case of Texas v. Eastern Texas R. 
Co. (1922) 258 U. S. 204, P.U.R. 
1922D, 277. In that case the court 
held that the Interstate Commerce 
Commission has no authority to aban- 
don intrastate service on a railroad 
situated wholly within the bounds of 
one state. Before such action was 
taken, however, an amended petition 
was filed, asking to abandon only a 
part of the road. The amended peti- 
tion apparently followed the decision 
of the Supreme Court in the case of 
Colorado v. United States (1926) 271 
U. S. 153, where it was held that a 
portion of an intrastate road might 
be abandoned on the theory that the 
portion sought to be abandoned was 
a burden on interstate commerce. 


A= the amended petition was 
filed a brief hearing was held 
and the Interstate Commerce Com- 
mission entered an order for partial 
abandonment as prayed. The amend- 
ed order was later reopened and re- 
ferred again to an examiner who ex- 
tended the retention of the road 9 
miles further west to serve two towns 
which have no railway service. 

The net result of all of these pro- 
ceedings has been that 654 miles of 
railroad lying wholly within the state 
of Indiana and a part of a road which 
was entirely within this state, has been 
abandoned by Federal authority. 


_ has been pointed out rela- 
tive to the invasion of state 


questions in connection with intra- 
state rates and abandonment of rail- 
roads is also true in connection with 
proposals to construct new railroad 
lines. 

As evidence, I will merely cite the 
case of Algers, Winslow & Western 
R. Co. (I. C. C. Finance Docket, 
6518) without going into the details. 


HE need for Federal regulation 

of steam carriers on account of 
the large amount of interstate busi- 
ness done, however, does not exist 
with public utilities. 

Most utility service is primarily 
local in nature. While there are some 
problems of an interstate nature de- 
veloping in connection with utility 
operations, they are almost infinitesi- 
mal when compared with the problems 
solely intrastate in nature. 

The telephone business is an illus- 
tration in support of this statement. 

Local calls are, of course, essential- 
ly local in nature and completed in 
intrastate service. This same is large- 
ly true of toll calls. 

During 1928 there was a daily 
average of 2,839,000 toll conversa- 
tions throughout the Bell system. Of 
this number only 138,000 were han- 
dled by so-called long lines of the 
American Telephone & Telegraph 
Company, which carry most of the 
interstate business. These figures 
simply give some idea of the large 
percentage of toll calls which are un- 
doubtedly intrastate in character. 


2 electric industry is surpris- 
ingly local in nature in view of 
the facilities for the transmission of 
electric power. Of the total consump- 
tion of electricity in the United States 
during 1928, 89.27 per cent was local 
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and only 10.73 per cent was imported 
across state lines.* Of the total con- 
sumption only 4.1 per cent was not 
subject to state control, if the figures 
quoted are correct. 

Although the country has a net 
work of transmission lines, the move- 
ment of electric power is for a re- 
markably short distance, as is shown 
by the following excerpt from the 
same report: 


“A review of the movement of 
electric power during the past few 
years indicates that the average dis- 
tance traversed by the average kilo- 
watt hour in its path from power 
house to consumer in the United 
States is only about 22 miles. If the 
production of the state of California, 
with its power plants for the most 
part in the Sierras and its use in the 
lowlands along the seacoast, is ex- 
cluded, the average for the rest of the 
United States is only 18 miles.” * 
When it is recalled that the distance 

from New York to San Francisco is 
about three thousand miles, the dis- 
tance of the movement of the average 
kilowatt hour seems unusually low. 


Se amount of artificial gas trans- 
mitted across state lines is so 
small that no statistics have been pre- 
pared on the subject, according to in- 
formation received from the Ameri- 
can Gas Association. 

There is considerable interstate 
transmission of natural gas, but the 
sale of such gas is generally under 
supervision of State Commissions. 


beers I appeared as a witness 
before the New York Commis- 
sion on Revision of the Public Service 
Commission law, which is making an 





2Report of the Statistical Division, Na- 
tional Electric Light Association. 

* National Electric Light Association Sta- 
tistical Bulletin No. 4, pages 6-7. 
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investigation of Commission regula- 
tion and utility laws. One of the 
members of the investigating com- 
mission, a distinguished economist, 
was a bit skeptical concerning the op- 
position of myself and other State 
Public Service Commissioners to pro- 
posals for Federal regulation of utili- 
ties. Apparently this economist held 
the view that the State Commission- 
ers were opposing Federal regulation 
because they want to perpetuate the 
State Commission system. 

Such opinions are probably held by 
others. The point I am interested in, 
however, is the prevention of Federal 
invasion of a field that properly be- 
longs to the several states. 

It is for the states to say, in my 
opinion, whether they want regulation 
of utilities by a State Commission or 
by some other regulatory plan. 


ust why those persons who are 

dissatisfied with the present meth- 
od of regulating utilities should look 
to Federal control as a panacea in 
regulatory matters is hard to under- 
stand, especially when we recall that 
from the Federal judiciary have come 
the decisions which have done much 
to arouse popular dissatisfaction with 
utility regulation. 

I have the greatest respect for our 
Federal courts and do not want to be 
understood as criticising any of the 
decisions of the Supreme Court of the 
United States. However, I believe 
that in some instances the lower Fed- 
eral courts have been overzealous in 
following excessive cost of reproduc- 
tion appraisals as the sole measure of 
present fair value of utility property. 

We hear a great deal about utility 
cases which have been carried to the 
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Significant Differences of Opinion between the State Commission 
and the Federal Courts in Valuation Cases: 


“_ Indiana Commission was created in 1913 and has 
yet to win a rate and valuation case in the Federal 
courts, although many have been carried to such tribunals. 
In each instance the Federal court found that the Commis- 
sion erred in fixing the rates and valuation too low.” 


Indianapolis Water Company 
Indiana Bell Telephone 
Citizens Gas Co. (Indiana napolis) 
Central States Gas Co. (Vin 
Greensburg Water Company 


Steuben County Telephone Chasen (Angola) 


Greencastle Water Company 
Liberty Telephone Company 
Vincennes Water Supply Company 


cennes ) 


Valuation by 
P. S.C. of Ind. 
$16,455,000 
3 000 


Valuation by 
Federal court 


90, 


5 
225,000 
242,000 
300,000 
000 
725,000 





courts for final decision, but little is 
said of the thousands of cases which 
have been adjudicated by the State 
Commissions without subsequent 
court action. 

Since 1913, more than 10,000 for- 
mal cases involving every phase of 
utility regulation have been decided by 
the Public Service Commission of In- 
diana without appeal to any court. 
The same is true of other State Com- 
missions. 


HE Indiana Commission was 

created in 1913 and has yet to 
win a rate and valuation case in the 
Federal courts, although many have 
been carried to such tribunals. 

In each instance the Federal court 
found that the Commission erred in 
fixing the rates and valuation too low. 

We have, however, won our share 
of cases contested in the state courts. 
The score in Federal cases involving 
valuation of utility property stands, 
Federal courts 10; Indiana Commis- 
sion, 0. 


ee table at the top of this page 
shows the valuations fixed by the 
Indiana Commission and the Federal 
courts in important rate and valuation 
proceedings. 


The Indianapolis Water Company 
Case was tried before the Supreme 
Court of the United States; the Vin- 
cennes Water Supply Company Case 
was decided by the United States Cir- 
cuit Court of Appeals by reversing 
the United States District Court 
which had sustained the order of the 
Commission. The Supreme Court of 
the United States refused to take 
over the Vincennes Case on writ of 
certiorari. The other decisions were 
by the District Court. 

In the ten cases cited, the Federal 
courts increased valuations fixed by 
the Public Service Commission of In- 
diana $11,334,235. I do not have 
available figures showing the exact 
amount of the increase in rates paid 
by the patrons of these utilities on 
account of the Federal court deci- 
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sions. If for purposes of approxi- 
mation, however, a rate of 7 per cent 
return is applied to the increase in 
valuations established by Federal 
court rulings, the annual increase in 
rates would amount to the sum of 
$793,396.45. 


HAVE called attention to the action 

of the Federal courts not for the 
purpose of criticising the decisions 
made but to emphasize the point that 
in the event that Federal regulation 
should be placed in effect that all of 
the decisions of the Federal body, 
in the event of court review, must 
necessarily come before the Federal 
courts. 

A conclusion that all of the State 
Commission cases referred to were 
improperly presented to the courts, 
and that a Federal agency would pre- 
pare and present its cases in court in 
a more thorough manner, thereby 
strengthening the possibility of being 
sustained, might be advanced. Such 
a conclusion, however, appears un- 
warranted in view of the experience 
of the Interstate Commerce Commis- 
sion in the O’Fallon Case. 

The Indiana situation in reference 
to the Federal courts resulted in the 
adoption of a joint resolution by the 
1927 General Assembly of the state 
in regard to the matter. It is signifi- 
cant that the author of this resolution 
was State Senator Russell B. Harri- 
son, the son of Benjamin Harrison, a 
former President of the United 
States. 


WANT here to quote from an opin- 

ion of the Indiana appellate court, 

sustaining an order of the Commis- 
sion: 


“It is not the business of the courts 
to make rates for public utilities or 
to direct what division of rates shall 
be made between connecting utilities. 
That duty belongs to the Public Serv- 
ice Commission. Trouble along this 
line commenced when the courts first 
began to interfere with the rate-mak- 
ing powers of the Commission. And 
this prompts us to say courts should 
not interfere in such matters except 
when the evidence clearly shows the 
action of the Commission will result 
in an irreparable loss to the complain- 
ing party. The evidence wholly fails 
to show any such loss to appellee. 
The judgment below should have 
been in favor of the Commission.” * 


State court decisions of this kind 
will be few indeed if legislation (such 
as the Couzens bill) sponsored by 
Federal fanatics centralizes utility 
regulation in Washington. 


AS a citizen of Main Street I want 
to enter my protest against 
further centralization of authority in 
Washington. 

This view, I believe, is shared by 
many other citizens of the United 
States. We love the United States 
Government and rejoice in its maj- 
esty. But we believe that the time 
has come to return to the conception 
of the relation between states and na- 
tion as expounded by James Madison. 


4McCardle v. Akron Teleph. Co. (1927) 
156 N. E. 469. 





“Tue need of laws for regulating public utility security issues is now generally con- 
ceded,” states Grorce C. MatHeEws, Director of the Statistical and Securities Divisions 


of the Wisconsin Railroad Commission. 


What he—and many investment bankers— 


believe the character of this regulation should be will be described in detail by Mr. 


Mathews in the coming issue of Pustic 


Urmittes Fortnicutty—out March 2oth. 
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The Ultimate Goal of 
Public Utility Regulation 


HE author of this article has long been regarded as one of the most 

implacable critics of the privately-controlled public utility interests in 
this country. Branded as a “Red” by his opponents and acclaimed as a 
champion of the people by his adherents—he has for years been an out- 
standing leader of the left wing of the Senate. In order to obtain the 
Senator’s present opinions on the current trends in our Commission system 
of regulation, Pustic Urimitres Fortnicutiy asked him the four specific 
questions printed on page 268. 


Here the Senator not only answers these questions unequivocally but 
takes advantage of the opportunity to reiterate his beliefs and his reasons 
for his conclusions; they are published in their entirety as an authoritative 
expression of the author’s present attitude and of his purposes, and as 
such, they have a significance to all who have to do with the development 


of public utility enterprises. 
—Tue Epitors 


By HON. GEORGE W. NORRIS 
UNITED STATES SENATOR FROM NEBRASKA 


OR more than a year the Fed- 
eral Trade Commission, acting 


under authority granted it by 


Congress and under _ instructions 
given it by the United States Senate, 
has been investigating the political, 
financial, and propagandial ramifica- 
tions of the electrical power trust. 

Now, it can be said safely that the 
Federal Trade Commission is not a 
progressively partisan body and that 
its present members are not inquisi- 
torial by habit or hostile to corpora- 
tions by bent. 

The power trust did not want this 
investigation to be made of it. In 
fact, it assembled in Washington the 
most brazen and audacious lobby 
known to the present generation of 
political affairs in a vicious and utter- 
ly arbitrary attempt to forestall it. 
and it engaged the supposed influence 


of former members of the United 
States Senate to prevent that body 
from adopting the resolution of in- 
vestigation. 

When it seemed that the influence 
of the power trust was insufficient to 
prevail upon a majority of the Senate 
to defeat the resolution of inquiry, 
and that an investigation of some sort 
was certain to be ordered, the lobby- 
ists combined their strength to throw 
that investigation to the Federal 
Trade Commission. That movement 
was not a mere accident. It was de- 
liberately designed because of the be- 
lief of the power trust that the Fed- 
eral Trade Commission would be by 
instinct more inclined to whitewash 
than to investigate. Therefore, the 
claim never has been made, and it 
could not be sustained if it were 
made, that the power trust has gotten 
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any less than that fair treatment, 
known in common parlance as “the 
square deal,” in the investigation con- 
ducted into its activities by the Com- 
mission. 


HERE had come from, no doubt, 

honest lips many pious sentences 
of adulatory praise of the power in- 
terests of this country. The claim 
was made that a prima facie case had 
not been established of the need of 
such an investigation. We were told 
that the power people of this country 
were God’s chosen; that they were 
handling their public trust, which has 
been granted them by the generosity 
of the American public, honorably, 
idealistically, and efficiently. There 
was sought to be implanted in our 
minds the opinion that the net and 
ultimate outcome of such an investi- 
gation would be merely to impair tem- 
porarily the financial standing of an 
organization which was beyond re- 
proach. Those suspected of being 
fearsome public servants were doubt- 
lessly subjected to cajolement, flat- 
tery, and threats. 

Well, this investigation of this 
high - minded private _ institution 
known as the power trust has been 
in progress over a year, and the reve- 
lations adduced by the Commission by 
which it preferred to be scrutinized 
have shocked the Nation; and the in- 
vestigation is as yet incomplete. 


HE disclosures show that not in 

the history of the world has such 

an attempt been made by any monop- 

oly or combination to control every 
avenue of human activity. 

Nothing has escaped their atten- 

tion. The evidence discloses that they 

were engaged in a nation-wide cam- 


paign to control the public sentiment 
of this country, to establish their own 
viewpoint and psychology by secret 
and devious methods and by force 
when necessary, and to rebuke, hold 
up to scorn, or to punish any individ- 
ual who ran counter to their monop- 
olistic aggregation, which included all 
public utilities but especially the elec- 
trical power interests. 

They have been and are engaged, 
not only in controlling those charged 
with the administration of govern- 
ment affairs but in poisoning the 
minds of children, and leading them 
into their camp. We have seen sup- 
posedly dignified utility monarchs 
counseled by their employed agents to 
doff their frock coats and don khaki 
coats and short pants and get into the 
Boy Scout organization in order to 
control it from the inside if possible. 
They wanted to control not only the 
present but future generations by im- 
planting their propaganda in the text 
books of colleges and universities and 
in the catechisms of the schools and 
the bedtimes stories of the homes. 
That they had not gotten to the first- 
grade abacus and the wooden cradle 
was not due to the lack of ingenuity 
of their propagandists. 


te were determined to control 
the politics of this Nation from 
the village to the White House. 
Money meant nothing to them. They 
spent millions in this work. We have 
seen recently that a single power com- 
pany poured ten million dollars into 
ten newspapers and looked over the 
field, from Maine to Texas, in their 
quest for metropolitan daily news- 
papers in thirty cities. 


Who paid for it? Who is paying 
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This Article Is Senator Norris’ Answer 
to the Following Questions: 


(1) Do you believe that the methods of regulating our elec- 
tric light and power utilities are likely to follow the 
course of the methods of regulating our railroads? 


2 


(2) Do you wish to see the powers of the State Commis- 
sions decreased and the powers of the Federal Com- 


missions increased ? 


2 


(3) What do you believe will be the results of the findings 
of the Federal Trade Commission so far as the regu- 
lation of our utilities is concerned? 


2 


(4) Do you believe that our public utilities must eventually 
come under government ownership and operation? 





for it? The consumers, of course. 
If you and I doubted that, which we 
do not because we are fully aware 
that the only source of power com- 
pany income is from the sale of its 
electricity, we could take our evidence 
from the power propagandist who ad- 
vised his agents to be generous, to be 
prodigal if necessary, “because the 
public pays the bills.” 

Churches, clubs, schools, secret so- 
cieties, and organizations of every 
form and description have been pene- 
trated by this secretly sponsored 
propaganda in favor of private and 
against public ownership of any form 
of utility. This gigantic monopoly 
assailed every unit of public owner- 
ship, from the vast and successful 
system in Ontario to the humblest 
plant in the smallest hamlet in this 
country. 

College 


professors put 


power 


money into their jeans and went into 
the colleges and schools, to the public 
forum and upon the Chautauqua cir- 
cuit to deliver themselves of “un- 
biased” dissertations upon the integ- 
rity of private ownership to an unsus- 
pecting public. The Smithsonian In- 
stitution, a government agency, was 
adroitly employed to give a seemingly 
official governmental imprint to a 
bought-and-paid-for diatribe against 
the successful government - owned 
electric system of Canada. Certain 
newspapers are seen to have concealed 
deliberately from the Postoffice De- 
partment the information, required 
by law, that they were owned by 
power money, and the psuedo owners 
of these newspaper properties have 
daringly prated of the alleged sanc- 
tity of their editorial policy when the 
interests of their secret owners were 
involved. 
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ls these matters are charged 
with public interest because they 
include the public service of this 
country, the public schools, the public 
colleges, the public press, the eco- 
nomic life of industry not to mention 
the comfort and convenience of a peo- 
ple dependent upon electrical energy, 
and because these power companies 
are operating under franchises grant- 
ed to them by the people and are pro- 
ducing electricity from water sites 
which are owned by the public. The 
granting of a franchise commands 
that they who receive it shall deal 
honorably with the public who grant 
it; that they will provide adequate, 
efficient service at the lowest possible 
rate. 

A discussion of the widespread and 
noxious evils thus far disclosed by the 
Federal Trade Commission—and I 
am glad here to make compliment to 
the commission’s intelligent, persist- 
ent, and devoted contribution to pub- 
lic service—would be interminable. 
You will be asked to turn away from 
these things. You will be told that it 
is now an old, old story. But it is to 
you a new and nauseating story. On 
the first day of every month you will 
be reminded of it because the electric 
bill delivered to your door for you to 
pay will include your proportionate 
share of the cost of this propaganda, 
though you will not be able to detect 
it on the face of the bill. 


HESE disclosures lead up to sev- 

eral conclusions and it is primar- 
ily because of that fact that I have 
consented to commit them here to 
writing. The first conclusion is that 
so-called regulation of public utilities 
by state authorities is in most cases 


a failure. Unless a stop is put to this 
gigantic monopoly it will be but a 
few years when it will own and domi- 
nate the entire electrical field that un- 
der our civilization and the advances 
in the art is necessary for the happi- 
ness of every individual, for the well- 
being of every home, and for the 
maintenance of every manufacturing 
establishment in the United States. 
This investigation teaches us that un- 
less we retain our natural resources 
we will be the economic slaves of the 
private power industry. 


Cae Adam and Eve were driven 
from the Garden of Eden there 
has never been discovered an element 
in nature with so many possibilities 
of usefulness and pleasure as elec- 
tricity. Some day we are going to 
have such a system as Canada has. 
Some day this old world is going to 
reach the point where we are going 
to have electricity in every home the 
same as we have water. Some day it 
is going to be on every farm. Every 
stream that trickles down the moun- 
tainside is going to perform service 
for mankind. Some day there will 
not be a home, either in the country 
or in the city, in which electricity will 
not be lightening the burdens of 
housework drudgery. Electric power 
will turn the wheels of industry. It 
will lighten and make more efficient 
the work upon the farm. It will con- 
tribute to the comfort of every man, 
woman, and child. We can not es- 
cape that; it is as sure as the law of 
gravitation. 

If, when that time shall come, 
which will be within the lifetime of 
those who are now living, although it 
will probably be not in mine, human- 
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ity shall find itself chained to earth 
by a private monopoly, the children of 
that day will arise and curse our mem- 
ories for not saving them from the 
bond of slavery which was within our 
power to sever. 


HARGE all those who have such 

ideas as being dreamers but we 
are fast approaching the day when 
electricity is going to be as much of a 
necessity as water. And I can not 
conceive of any person, possessing 
full knowledge of the facts and ample 
ability of deduction, who would de- 
sire that a necessity remain a monop- 
Oly in the control of private individ- 
uals. 

Such a monopoly, more than it does 
even today, could levy an exorbitant 
toll upon every phase of human activ- 
ity. That toll would range from the 
housewife who bakes the loaf of 
bread in an electric oven to the manu- 
facturer whose profit or loss, success 
or failure, would be measured by the 
amount of his annual electrical bill. 
Competing manufacturers and em- 
ployers could be destroyed in business 
through the granting of secret rebates 
to their competitors. The political 
destiny of this Republic, conceived in 
democracy, would be in the hands of 
the private individuals who controlled 
and manipulated such a necessity. 


I BELIEVE in monopoly. I believe in 
a great combination, because it 
is to be: by the pooling of these nat- 
ural resources and by uniting all 
available means for the generation 
and distribution of electric power that 
the price of it to the people is to be 
cheapened. Cheap electricity means a 
more general use of it. A more gen- 
ral use means a wider distribution of 


the benefits and conveniences which 
can flow from it. I believe that that 
great monopoly, that all-inclusive 
combination from which no one is to 
be barred, should be the people of the 
United States. They should own and 
control the sources of the power ; they 
should own and operate the systems 
of its distribution. 

The Ontario system has proved its 
success and ought to be adopted by us, 
That system supplies the cheapest 
electric power of any great system on 
earth, whose rates are rivalled only by 
the publicly-owned and_publicly- 
operated electrical plants in this coun- 
try. That system is absolutely devoid 
of politics. It was created, not by 
humble advocates of public owner- 
ship, but the owners and managers of 
great manufacturing establishments 
who progressively appreciated the de- 
sirability and eventually the neces- 
sity of cheap power. 

True, it was opposed in its incep- 
tion by those solemn gentlemen who 
express a mock horror of anything 
that savors of “the government in 
business,” and whose type in this 
country profoundly neglects to note 
that the Government of the United 
States is the greatest venture in pub- 
lic ownership ever undertaken in all 
the history of the world. But On- 
tario now has a righteous and unani- 
mous pride in its publicly-owned 
power system. Its only critic is the 
occasional American who crosses the 
border with power money in his pock- 
et to make a prejudiced observation. 

Any Canadian who sought election 
to public office on any sort of a plat- 
form prejudicial to the public power 
system would not get as far as first 
base. 
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The Successive Steps Toward the Attainment of the 
Plan for Government Operation: 


sist Bare rather than complete national ownership of power, 
should be the approach taken by the people of this 
country. . . . In my opinion the municipalities should 
organize to produce and distribute the power to their people, 
the municipalities to be under a code of regulations adopted 
by the states. When it becomes a state-wide venture, in 
which the state as such engages, the state should operate un- 
der national regulations. The National Government itself will 
ultimately operate when and where it is the most feasible. 


“UNTIL this ownership by the public, which I recommend, 
has become realized there should be both state and national 


regulation of the private interests.” 


—SENATOR Norris 





ANADIAN business men compre- 
hended the desirability and ne- 
cessity of obtaining cheap power 
through public ownership in order to 
compete successfully in the markets 
of the world, and American business- 
men should similarly awaken to the 
contest in world markets which will 
confront them when the newer na- 
tions, such as Russia and China, for 
example, develop their own resources 
and possibly become our most success- 
ful rivals. 

Local rather than complete na- 
tional ownership of power, should be 
the approach taken by the people of 
this country in this great and neces- 
sary venture. Ontario generates the 
power and then delivers it to mu- 
nicipalities which organize themselves 
singly or in groups as corporations to 
accept it. Each unit is its own mas- 
ter. That is the democracy of it, and 
the independence of it. 


N my opinion, the municipalities 

should organize to produce and 
distribute the power to their people, 
the municipalities to be under a code 
of regulations adopted by the states. 
When it becomes a state-wide ven- 
ture, in which the state as such en- 
gages, the state should operate under 
national regulations. The National 
Government itself will ultimately 
operate, when and where it is the most 
feasible. 

There is bound to be a unity of in- 
terest because such a unity will pro- 
duce advantages that can not other- 
wise be derived. Electricity, unlike 
other commodities, must be consumed 
when it is produced. Waste of it 
should not be tolerated, for waste is 
expensive. By a unity of control, we 
could push the button and let one unit 
use the power when the other unit is 
not using it or is not ready for it. 
There could be an interchange of en- 
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ergy to the advantage of all con- 
cerned. 


W: can expect to hear the criti- 
cism that such a system would 
be in politics. Well, does anyone dis- 
pute that the private power interests 
are in politics now, up to the very 
hilt! They are in the dirtiest kind of 
politics, from the village elections to 
the Presidential campaign. They fur- 
nish the sinews of war. They bribe, 
corrupt, deceive, and delude. You 
found them in the national conven- 
tions of both parties last summer. 
You found their counsel engaged in 
delegates’ contests. You did not find 
either party in the mood or possessing 
the innate courage to resist the influ- 
ence of these power agents. Happily, 
we did see individuals in both parties 
equipped with sufficient independence 
to denounce the practices revealed by 
the Federal Trade Commission, but 
so long as the power trust maintains 
its impudent and contemptible and 
powerful lobby, they will probably re- 
main in the minority in their respec- 
tive parties. 


A iaenag this ownership by the pub- 
lic, which I recommend, has be- 
come realized there should be both 
state and national regulation of the 
private interests. Regulation is al- 
ways in the rear; it hardly ever 
catches up with the violators of it. 
Regulation is poor at best. The 
power of the utilities is so great, so 
widely diffused, and so constantly at 
work, that it gradually regulates the 
regulators. But even a show of regu- 
lation is better than no regulation at 
all. Prices and services should al- 
ways be regulated in so far as it is 
possible to be done, which is never 


as far as it is necessary in the public 
interest. 


Sot of the State Commissions are 
absolutely useless. Either they 
are slovenly in their performance of 
duty, have become controlled by the 
organizations they were designed to 
control, or abdicated their power to 
the National Government during the 
war’s hysterical approach to autoc- 
racy and centralization, and have not 
since been moved by sufficient ambi- 
tion to regain their lost authority. 


) CY grea regulation should be 
made of public utilities—specif- 
ically of the power interests—where 
and when their business partakes of 
an interstate character. Authority to 
take on that regulation is vested in 
the National Government in the case 
of the electric industry as much as in 
the case of the railroads. I can hard- 
ly estimate the ethics of any lawyer 
who will accept a power company fee 
to argue that the National Govern- 
ment is vested with the right in the 
case of one public utility and not in 
the other which is similarly perform- 
ing a service which is clothed with 
public interest. 


t- word in anticipation of the 
claim which will be made that a 
State Commission which possesses 
neither the courage, independence, 
nor the ambition to regulate a utility 
which is privately conducted, would 
be expected to be equally as indolent 
in regulating a “utility which was pub- 
licly owned. There are many obvious 
and accurate answers to that com- 
ment. One is that the reports and 
financial statements of privately 
owned corporations are made, except 
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in infrequent cases, to their stock- 
holders while the reports of publicly- 
owned utilities are made to the pub- 
lic, are made publicly, and are always 
open to easy examination. Another 


answer is that the political party 
which is administering the govern- 
ment, including a publicly-owned util- 
ity, would be measured in public opin- 


ion to some extent by the success or 
failure with which it administered the 
utility. The possibility of suffering 
public defeat because of incompetent 
handling of the utility would be suf- 
ficient to compel any political party 
to obtain the best brains possible to 
operate that utility. Ontario is a 
monumental example. 





The Variable Characters of “Public Utilities” 


At calling is a business which may be regulated by the state. 
A “private” calling is a business which cannot lawfully be so regu- 
lated. 


The legal distinction is that the one business is “so clothed with public 
interest as to warrant governmental regulation,” while the other is not. 
But the concrete application of such a general principle has caused nice 
questions of law and vigorous dissenting opinions. 


More interesting is the fact that these callings seem to change as times 
change. Occupations which were regulated in ancient times are now pri- 
vate businesses and former private enterprises are constantly being consid- 
ered fit subjects for governmental regulation. Added to this, there are 
new occupations, such as radio communication and aircraft transportation, 
that are already coming within the scope of public regulation. 


Back in the early times, when surgeons were scarce, a man of medicine 
was considered a public servant and was subject to certain statutory re- 
strictions and obligations. Here is a partial list of other occupations that 
were regulated by the English Parliament: 

Bakers Ferrymen 
Brewers Innkeepers 
Cab drivers Millers 


Tailors 
Victualers 
Wharfingers 


It is somewhat amusing in these days to read of the Bread and Beer 
Assizes held in England during the reign of Charles First. It was the 
duty of this tribunal which, it appears, met every year in the various cen- 
ters throughout the kingdom, to fix the price to be charged for bread 
and beer. Imagine a modern public utility commission today fixing the 
price of beer in the United States! 


But times have changed and these trades and professions have become 
more competitive and so have apparently lost that clothing of public in- 
terest which the courts hold must be present to warrant regulation. 


The sale of water is a public calling nowadays, but the sale of soap is 
not. The sale of electricity is regulated but the sale of newspapers is not. 
It is hard even for the courts to say just where the dividing line is. Only 
a few months back the Supreme Court decided that the sale of gasoline 
and theatre tickets was not subject to regulation. 


But who can say, in the face of the fast failing oil supply and the grow- 
ing need for community recreational centers, whether or not another 
twenty-five or fifty years will clothe these enterprises with sufficient public 
interest to break into the utility column? The answer is “no one.” The 
courts will give us an answer for any particular time but even they cannot 
give a time guarantee with any decision. 
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Why the Utilities Cannot Be Run 
by Political Machinery 


A Business Man’s View of the Attempts to 
Put the Government Into Business 


HE author, who in his private capacity is a notably successful manu- 
facturer and financier, has devoted so much of his life to public 
service and to the study of our larger economic and political problems 


that he has become an outstanding figure in national affairs. 


His experi- 


ence in both private business and the work of the government has given 
him an essentially practical viewpoint toward the problems involved in 
the project of placing the public utilities under government operation. 
In the following article he points out specifically his reasons for believing 
that such a project cannot work—at least, under such a form of govern- 


ment as we at present have. 


—Tue Epirors 


By EDWARD N. HURLEY 


FORMER CHAIRMAN, FEDERAL TRADE COMMISSION 
FORMER CHAIRMAN, U. S. SHIPPING BOARD 


I. 

N the development of any new 
I industry, and particularly one 

like light and power, where the 
demand and growth have been so 
phenomenal ; where the daily industry 
impinges upon the daily lives of 
householders, and where the problems 
have been of such magnitude, it is to 
be expected that the regulatory pow- 
ers of state and municipality would 
make many mistakes. 

This also applies to the managers 
of public utilities who have made the 
usual average of blunders, where any 
human factor enters a problem. 

However, criticisms of the electric 
light and power industry often are 
prefaced with the statement that elec- 
tricity is becoming so important a 
part of American life and will con- 
tinue to perform such an increasing 
share of the Nation’s work that the 


public must establish means of con- 
trol over the industry. 


| igrwen not dwell on the plausible 
contention that the control thus 
advocated is frequently of a restric- 
tive nature which would obstruct the 
very development which is both pre- 
dicted and advocated, but I wish 
rather to point out that the electric 
industry has been brought to its pres- 
ent high state of development, and 
can be brought to the higher stage 
predicted for it, only through the poli- 
cies and principles of private owner- 
ship. 

Foremost among these policies and 
principles is the recognition of the 
importance of the industry’s com- 
mercial or selling function. The 
power industry has rightly recog- 
nized that consumption has more to 
do with determining the cost to 
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the consumer than production has. 


p pe can set up a generating plant 
under the most favorable condi- 
tions for producing electric power and 
you can place it under the closest pub- 
lic scrutiny to insure that electric 
power is produced at minimum cost. 
Yet you can tell nothing of what the 
energy will cost the consumer until 
you know about the consumption. 
The nature of the demand, its volume, 
its distribution over the hours of the 
day, and the distance over which the 
current must be delivered, has more 
to do with the price that must be 
charged than has the cost of produc- 
ing the power. It gets down to a 
matter of sales—not only how much 
electric power is sold, but how the 
sales are directed so as to fill in the 
“valleys” on the curve of output. 


_ principle is a familiar one, of 


course, in any business. The 
whole concept of mass production is 
founded upon the principle that in- 
creasing consumption brings about 
lower production costs and lower 
prices, which in turn complete the 
circle by further accelerating con- 
sumption and, therefore, production. 
But in the supply of electric power 
the principle is true to a unique de- 
gree, and there is the additional fac- 
tor of the time at which the service 
is used and the constancy of its use. 
This is emphasized by the relatively 
large investment which must be made 
in facilities for the generation and 
transmission of electric energy. Since 
electricity cannot be stored but must 
be used at the instant it is produced, 
there is a selling problem of unusual 
importance in keeping the facilities in 
use as constantly as possible. 


Under such a scheme, where in- 
creased use must be constantly en- 
couraged, the element of competition 
is, in reality, scarcely needed as a 
check on charges. The same principle 
that tends to cause rates to decline 
also operates, of course, to prevent ex- 
cessive rates. 

The electric power industry is 
called a “monopoly.” The term is not 
a fortunate one nor an accurate one. 
The traditional conception (and lit- 
eral meaning) of monopoly is control 
of price. This, of course, is not true 
under regulation, and I doubt if it 
would even be true in the electric in- 
dustry without regulation. In any 
business there is a definite limit be- 
yond which profits will diminish as 
price is increased, because people will 
choose to do without. In the electric 
industry it is more emphatically true, 
and positively rather than negatively. 

Because of the unique affinity be- 
tween consumption and costs, it is to 
the interest of the electric industry 
to encourage ever greater and greater 
consumption, and as a result to man- 
age this the industry must scrutinize 
and reduce its rate schedules to give 
them the greatest possible inducement 
appeal. It usually reduces the rates 
ahead of the increased consumption 
which is necessary to justify the re- 
duction, thereby risking a loss, but 
confident that the customer can be 
persuaded to use the additional serv- 
ice. 

This, incidentally, renders irrele- 
vant the academic discussion of valua- 
tions. Even if greatly increased val- 
uations were allowed the utilities, 
they would find they could not in- 
crease rates accordingly lest they lose 
more business than the increased 
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One Purely Commercial Function Which Our 
Government Is Notably Unfitted to Perform 


a Be were 3 among these policies and principles (of 
private ownership) is the recognition of the im- 
portance of the industry's commercial or selling function. 
The power industry has rightly recognized that consump- 
tion has more to do with determining the cost to the con- 
sumer than production has. 


“In (government) functions no building up of demand 
is necessary. There is no sales function calling for the 
personal interest and initiative of the organization. 


“A SERVICE in which commercial and selling functions 
predominate should be performed in a business capacity 
rather than in a government capacity. When this need is 
no longer present, perhaps it is then time to consider gov- 


ernment ownership.” 


Glan rrrbe. 





profit would justify. Furthermore, 
the reproduction value theory scarcely 
enters into an industry most of, whose 
plant has been built in a period of 
high prices. 
II. 
HARGES of excess profits in the 
supply of electric power are 
based partly on incomplete compari- 
sons with government owned systems, 
but chiefly on the contention that ap- 
preciation in the market value of 
“holding” company securities demon- 
strates that the effort of regulatory 
bodies to limit the rate of return of 
public utilities to 8 per cent has failed. 
The stock market is by no means 
an infallible reflection of either the 
intrinsic worth or earning power of a 
security. It often reflects conditions 
peculiar to the money market and not 
to the enterprise whose stock is con- 


cerned, as we saw during the past 
year’s stock market fluctuations. 
Sometimes it discounts future growth. 
An appreciation in any given year 
may be caused by the fact that the 
holding company is at last profiting 
from investments from which it was 
properly entitled to profit long previ- 
ously ; this is an evidence of its “‘stay- 
ing” ability which is one of its most 
characteristic and valuable contribu- 
tions to public service. 


| grseeneng advances this criticism 
forgets, too, that the holding 
company is not in the public utility 
business. It is in the business of rais- 
ing equity money for public utilities. 
The supply of equity money to a pub- 
lic utility is a different enterprise from 
the ordinary investment in a public 
utility, and is differently compensated. 
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Since some of the money raised by 
public utilities commands less than 8 
per cent return, some will command 
more than 8 per cent return, and it is 
the equity money which does this be- 
cause of its assumption of the risks 
of the enterprise. 

The operating company can pay the 
proper and necessary cost for equity 
money (and it will have to pay it in 
greater amounts to somebody else if 
not to the holding company—except 
that it is historically demonstrated 
that it very likely would not other- 
wise be able to raise it at all) with- 
out requiring a cent to be added to 
rates and without exceeding the al- 
lowed 8 per cent return. 

What this process has meant is, in 
effect, that the 8 per cent return al- 
lowed by the regulatory bodies has 
simply been redistributed according 
to the various degrees of risks and 
safety in order to raise the various 
kinds of money necessary to make up 
the total required. This does not call 
for the payment of any excess of 8 
per cent out of the operating com- 
pany. In effect, the investor who 
might make 10 per cent makes a trade 
with the one receiving 6 per cent—a 
private transaction which takes place 
completely outside the utility itself— 
in which safety or risk is exchanged 
for the opportunity for greater gain 
or insurance against loss. 

Investors have varying tastes, tem- 
peraments, and requirements. The 
degree of safety offered and the price 
paid for capital must be varied ac- 
cordingly. 


ie other words, there are two sharp- 
ly distinguished functions in the 
electric light and power business. 
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There is the function of operation— 
the supplying of electric power at the 
most reasonable cost consistent with 
the company’s financial stability ; then 
there is the function of financing, of 
assembling the money with which to 
build the facilities for providing this 
service. The latter function, and the 
risks it involves, have been largely as- 
sumed by the holding company. The 
holding company has no dealings with 
the consumer. The consumer’s con- 
tact with the power industry is with 
the operating company, and that point 
of contact is regulated by the public. 


III. 

R=’ categories or classifications 

are precisely accurate. Especially 
is the phrase “public or private owner- 
ship” misleading. The term “private 
ownership” implies an extremity of 
individualism which is not at all char- 
acteristic of the electric light and 
power industry or of American in- 
dustry as a whole under the present 
set up. The electric power industry 
and many of our other large indus- 
tries are in fact owned by the public, 
but in its capacity as individuals 
rather than as members of the com- 
munity. What we have today as an 
American industrial policy is the 
carrying on of industry by the public 
in its private capacity in contrast to 
those matters of government which 
are carried on by the public in its pub- 
lic capacity. 


HERE are matters which must be 

carried on in the latter manner. 
It is in the interest of the entire com- 
munity that each and every citizen 
possess certain services. Sanitation, 
education, and policing are examples. 
These are natural functions of the 
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The Menace of Bureaucratic Strangulation to 
Government-Operated Business Enterprises 


mu 3 HE government cannot perform a commercial func- 
tion. It steps out of its own character if it does 
so, for in its present form it is not fitted for such func- 
tions. The idea of public ownership of business and 
and industrial enterprise is quite evidently contrary to the 
temper of the American people. It plunges the enterprise 
into the _— of political and bureaucratic strangula- 
tion 


ay po not agree that government should ‘ 
dertake business or industrial functions. That is 
not the character of government, nor its purpose. If we 
turn our government into a business undertaking it faces 
the danger of departing from those very principles of 
democracy which the American people have cherished since 


uUne- 


its foundation.” 





public in its public capacity, toward 
the end that health, literacy, and pro- 
tection may be widely distributed ir- 
respective of short-term financial con- 
siderations. Long run economic 
gains, it is believed, repay society for 
such outlays. 

In such public functions no build- 
ing up of demand is necessary. There 
is no sales function calling for the 
personal interest and initiative of the 
organization, nor for the risk of the 
individual’s capital. But in services 
like electric power supply the build- 
ing up of demand and the seeking out 
of uses to which the service can be 
applied are paramount necessities. It 
is the recognition of this fact that has 
brought about the striking progress in 
the electric industry. 

A service in which commercial and 
selling considerations predominate 
should be performed in a business 
capacity rather than in a public or 


governmental capacity. When this 
need is no longer present, perhaps it 
is then time to consider government 
ownership. 

But the government cannot per- 
form a commercial function. It steps 
out of its own character if it does so, 
for in its present form it is not fitted 
for such functions. The idea of pub- 
lic ownership of business and indus- 
trial enterprise is quite evidently con- 
trary to the temper of the American 
people. It plunges the enterprise into 
the labyrinth of political and bureau- 
cratic strangulation. It annihilates 
the expansive spirit wherein lies the 
hope of progress in technique and con- 
stantly diminishing costs. 


T’ is significant that outstanding 


public power projects generally 
But 


that is not the whole job of supply- 
ing electric power. 


are based upon water power. 
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Water power is considerably less 
than half the total electric power pro- 
duction, and it is limited to certain 
localities. The real task in hand is 
to provide power wherever people 
may want it—by water if it is eco- 
nomically available, by steam other- 
wise—but supply it. 

Perhaps a great showing can be 
made if you can pick the places where 
you choose to supply power. As I 
write this, two great western cities 
have had to ask for the service of a 
battleship’s power facilities to avert a 
power famine, because a drought has 
affected their municipal water power 
plants and no steam reserve is ready. 
A full electrical service would be part 
of its costs. Otherwise the inevitable 
consequences of a false cost basis will 
be reaped. The electric industry must 
incur all the costs involved in serving 
each particular kind of customer and 
must charge the customer directly and 
openly for these costs, while exerting 
its efforts constantly to the reduction 
of costs so far as they are within 
human control. 


[’ may be that, in the discussion of 
this important subject, there is too 
much emphasis on the effect on busi- 
ness if the government were to engage 
in projects of this kind. There is 
grave danger if the American people 
consider it only in that light. It is 
of more far-reaching importance to 
ask what will be the effect on gov- 
ernment. 

The organization of business enter- 
prise cannot be completely democratic 
in character. Orders must be given 


and carried out; responsibilities must 
be assigned and must be met. If the 
government of the United States were 
to embark on activities calling for 
such a philosophy, it could not remain 
true to its democratic character. 

Italy has learned that, and it has 
been frankly avowed by her dictator 
that parliamentary government can- 
not function in carrying on the work 
the government has undertaken in 
Italy. Asa result, Italy has virtually 
abandoned parliamentary govern- 
ment. If it be fair to assume that the 
Italian people do not possess the in- 
dustrial genius that marks the Ameri- 
can people, it may be conceded that it 
was necessary that a paternalistic gov- 
ernment should undertake many of 
the things that are carried on by 
Americans in their private capacity. 

But has this not been accomplished 
at the sacrifice of the pazliamentary 
and democratic principles of govern- 
ment? 


government must always be 
supreme as the manifestation of 
the people’s will, and in keeping with 
that standard, it rightly exercises its 
regulatory power over industry. But 
I do not agree that government should 
adopt “business principles,” nor that 
it should undertake business or indus- 
trial functions. That is not the char- 
acter of government, nor its purpose. 
If we turn our government into a 
business undertaking it faces the dan- 
ger of departing from those very 
principles of democracy which the 
American people have cherished since 
its foundation. 





function at their highest efficiency? Dr. Paut V. Berrers has made an 
investigation and drawn some convincing conclusions; they will appear 


q Have the State Public Service Commissions sufficient funds with which to 


in a coming issue of Pustic Uriities FortnicHtty. 
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Remarkable Remarks 





WituraM A. PRENDERGAST 
Chairman, New York Public 
Service Commission. 


KENNETH M. Goope 
Advertising counsel. 


Wittram Harp 
Magazine writer. 


Joun KnicHT 
State Senator of New York. 


Watter S. Girrorp 
President, American Telephone 
and Telegraph Company. 


NorMAN THOMAS 
Late Socialist candidate for 
the Presidency. 


Dr. Joun A. Ryan 
Economist, Catholic University 
of Washington, D. C. 


Rosert P. LaMont 
Secretary of Commerce. 


Wuutam E. Borag 
U. S. Senator from Idaho. 


LAWRENCE F. Orr 
Chief Examiner, Board of Ac- 
counts, State of Indiana, 


“I carry my sovereignty under my hat.” 


> 


“Every now and then a rural visitor from the middle- 
west buys Grand Central Terminal.” 
¥ 


“The essential evil in the ‘lobbying’ situation is that 
information is conveyed to legislators.” 


- 
“It behooves both the public and those in control of 
public utilities to make regulation successful.” 
* 


“Whenever a Federal commission comes in, state 
regulation fades away.” 


* 


“The State Commission, (of Montana) I understand, 
is under the thumb of the Montana Power Company.” 


- 


“The fair percentage of return (of a utility) 
should not exceed 7 per cent.” 


¥ 


“Seventy-eight per cent of all the manufacturing in- 
dustries in the United States are driven by electrical 
power.” 


¥ 


“Under the Fourteenth Amendment, the Supreme 
Court becomes really the economic dictator 
in the United States.” 


Aa 


“Statistics show that more than one-fifth of all na- 
tional income is absorbed by taxes. How long 
will the natural resources of the state, our farms, our 
mines, and our manufacturing interests be able to stand 
up under such a burden?” 
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THEODORE CHRISTIANSON 
Governor, State of Minnesota. 


Ep Howe 
Philosopher and journalist. 


Harper Leecu 
Author and economist. 


R. E. Pirmpron 
Associate editor “Bus Trans- 
portation.” 


Major GENERAL J. G. Harsorp 
President, Radio Corporation 
of America. 


Jack SHUTTLEWORTH 
Editor of “Judge.” 


HamMILton Warp 
Attorney General of New 
York State. 


Gen. Grorce O. Squier 
Scientist, (in referring to wired- 
radio and television service). 


Donatp R. RICHBERG 
Chicago lawyer. 


Henry Forp 
Automobile manufacturer. 


“I emphatically disapprove of the numerous and petty 
regulations with which little bureaucrats in Washington 
annoy and harass business, big and little.” 


* 


“I wonder it does not occur to Flappers that a great 
number of girls from business offices are becoming the 
wives of important men.” 


¥ 


“With a few spectacular but unimportant exceptions 
the professional advocates of government ownership are 
pacifists and non-resistants.” 


¥ 


“About 99.8 per cent of the population of the conti- 
nental United States is now ‘at home’ in states where 
regulation is a statutory fact.” 


* 


“The regulation of inter-state commerce has been the 
vehicle which has brought the Federal Government into 
our daily lives to an extent not only not contemplated 
but actually forbidden by the Constitution.” 


¥ 


“A newspaper headline says that merchants on Sixth 
avenue in New York are ‘seeking figures on razing El.’ 
It is our experience it can’t be done in New York for 
less than $50 an evening.” 


¥ 


“I do not believe there is any inherent superiority of 
our state courts and judges over Federal courts and 


judges. Both can be trusted, even with a matter which 
affects our people so vitally as public utility rates.” 


¥ 


“Your son can stay at home and go to Yale. It won’t 
be necessary for him to be physically present at the 
university. Right in your own home he can listen to 
the lectures, and see them too.” 


> 


“The decisions holding that the power of regulation 
must stop short of management embody either judicial 
construction of statutes, or a judicial rule which, in my 
opinion, would necessarily yield to a legislative act.” 


» 


“A vast interweaving of power systems into virtually 
one unit; wealth and resources compounded in a man- 
ner beyond our present capacity to imagine—that is the 
logical future form of the electrical industry. Your 
task and mine is to aid in this expansion.” 
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The Utility Merger Bugaboo 


O NLY a few years ago, during the trust-busting era, 
mergers of railroads and utilities were attacked as 
contrary to the public interests, and laws were enacted 


against them. 


Today the government authorities are 


actually demanding that the railroads be consolidated. 
Will the public utilities some day also be compelled to 


consolidate? 


By PAUL TOMLINSON 


HILE engaged in tearing 

W down a building in New 

York city recently the work- 
men uncovered an old brick wall; 
sticking to the old wall was an old 
poster, advertising a certain brand of 
smoking tobacco, and announcing to 
the world in large letters that it was, 
“Not made by a trust.” 

It is not probable that the adver- 
tiser expected the world to believe 
that the tobacco was any better on 
that account, but the prejudice against 
trusts, and “big business” generally, 
was so pronounced at one stage of 
this country’s industrial development 
that a large percentage of our people 
were willing to go to almost unbe- 
lievable lengths in combating them. 

“Not made by a trust” was a phrase 
having undoubted sales value. 


pen are changing; the feelings 
of our people towards trusts also 
are changing. 

No longer does the public consider 
these combinations a menace to our 
industrial and social well-being; rath- 
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er they regard them as beneficial to 
the corporations themselves, to the in- 
vestors who hold their stocks and 
bonds, and to the public generally. 
Mergers, as these combinations of 
capital are called nowadays, are even 
beginning to be looked upon with 
favor by the government and by gov- 
ernment officials. 

Twenty-five years ago, for exam- 
ple, it would have been unthinkable 
that the Interstate Commerce Com- 
mission should promulgate a plan for 
the consolidation of our railroad sys- 
tems; in the first place the Commis- 
sion itself would not have been in 
favor of any such action, the admin- 
istration probably would not have 
countenanced the idea for a moment, 
and the chances are good that the 
press and the public would have greet- 
ed the suggestion with the bitterest 
of opposition. 

Is it possible the time may come 
when Congress may formulate plans 
for a consolidation of the public utili- 
ties? 

Stranger things have happened, al- 
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though in view of the Federal Trade 
Commission’s investigation of the so- 
called “Power Trust” and the result- 
ing attacks on utilities in general and 
in particular, the dawning of that day 
seems far in the future. The same 
subject will doubtless come up before 
Congress again, and when it does the 
utilities and the public will once more 
be flattened under a tornado of sena- 
torial and congressional oratory. 

But not permanently; even politics 
must eventually give way to sound 
economics and the dictates of good 
business. The day is passing when 
public utilities can be made the polit- 
ical football of every aspirant for 
office, or for re-election to office. Too 
many voters are owners of public util- 
ity securities to make interference 
with their best interests politically 
wise. The “Power Trust” we have 
been hearing so much about is, in the 
last analysis, comprised of several mil- 
lion voters, and few candidates for 
office, no matter how deeply rooted 
their convictions, have been known to 
press convictions at the cost of votes. 


W= after all, has the govern- 
ment to fear from public utility 
mergers? 

The rates charged by public utili- 
ties are not fixed by the utilities, but 
by Commissions appointed by the 
government or elected by the people; 
if the rates are not equitable they can 
be changed. Who is at fault if rates 
are ever excessive? And is it to be 
presumed that mergers increase costs 
and make higher rates necessary? 
Experience has taught rather the con- 
trary. 


I* the industrial world every im- 
portant step that is considered 
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must be decided on the basis of 
whether or not it is “good business.” 
What is good business in the public 
utility industry? 

Well, first of all a utility must give 
service, and that service must be sold 
at a price the consumer can well af- 
ford to pay. It is good business, 
therefore, for a utility to have the 
best possible organization and the 
most productive equipment. 

A utility, also, must enjoy the good 
will and support of the community it 
serves, and have the welfare and pros- 
perity of the public at heart if it is to 
prosper itself. It is good business for 
a utility to give service at the lowest 
cost compatible with a fair return to 
its stockholders, and a margin for the 
replacement, betterment, and expan- 
sion of its own plant. 

The men who direct the destinies 
of our public utility corporations 
know all this; that is why we have 
mergers. 


ERGERS reduce the cost of doing 

business, and make the conduct 
of that business more effective. One 
large co-ordinated organization is 
bound to be much more efficient than 
an unwieldy group of independent 
companies, working each for itself, 
and often at cross purposes with the 
others. The large organization can 
draft the best brains of the whole 
group, and use them for the benefit 
of all. It can eliminate duplication of 
effort, and it can reduce overhead ex- 
pense, in production, in selling, and in 
advertising. 

Capital is always a vital factor in 
the successful operation of a public 
utility, and a large merged corpora- 
tion can secure funds much more eas- 





PUBLIC UTILITIES FORTNIGHTLY 





Even Politics Must Eventually Give Way to Sound 
Economics and the Dictates of Good Business 


66 HE day is passing when public utilities can be made 

the political football of every aspirant for office, 
or for re-election to office. Too many voters are owners 
of public utility securities to make interference with their 
best interests politically wise. The ‘Power Trust’ we have 
been hearing so much about is, in the last analysis, com- 
prised of several million voters, and few candidates for 
office, no matter how deeply rooted their convictions, have 


been known to press convictions at the cost of votes.” 





ily and on far more favorable terms 
than a small company, which obvious- 
ly lacks the credit of the big fellow. 
In supplying light, power, gas, and 
water, the facilities of a merged cor- 
poration are at the disposal of its com- 
ponent parts, with the result that serv- 
ice to the public is more flexible, bet- 
ter, and can be rendered more eco- 
nomically. 

In other words, mergers, being able 
to function efficiently and cheaply, are 
in a position to attract capital, and 
capital is the first need of all utilities; 
without it they cannot provide them- 
selves with plants, equip those plants 
to render proper service, or hire peo- 
ple to operate them when they are 
equipped. Capital also is necessary 
for additions to plant, for additional 
equipment, and for equipment to re- 
place that which becomes worn out or 
obsolete. New equipment has enabled 
American utilities to keep production 
costs down to a surprisingly low 
level and at the same time permitted 
the payment of a wage scale which 
furnishes one of the economic sensa- 
tions of the age. The ability to secure 
capital on favorable terms has done 


much to make this possible, and merg- 
ers have played a large part in the 
ability to secure capital. 


T° is, of course, the public which 
supplies the utilities with capital, 
and the reason investors are willing 
to put their money into mergers is 
because they have faith in them. 
This, after all, is the acid test of a 
successful business enterprise, and the 
hearty reception the investing public 
has accorded the securities of utility 
mergers is in itself ample justification 
of them. As a matter of fact, the 
shares of merged public utilities—or 
public utilities about to be merged— 
have been, and still are, the most pop- 
ular of any class of stock listed on 
our exchanges. Efficient and econom- 
ical management mean lower produc- 
tion costs, and larger earnings; larger 
earnings mean increased dividends, 
the hope of every investor. 


HAT about the non-utility-stock- 

holding public, the people who 

use the products of utilities, but who 

have no share in their profits? How 
do mergers affect them? 

Well, everyone will admit that pub- 
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lic utility service is absolutely indis- 
pensable to their welfare. Gas and 
electricity are essential to home life. 
How could factories operate without 
electric current to drive their machin- 
ery? What would modern business 
do without the telephone and tele- 
graph? Everyone, of course, uses 
water. Millions of people ride on 
electrically driven subway trains and 
trolley cars every day, and railroads 
all over the country are changing 
from steam to electricity just as fast 
as they can. Thus the utilities, faced 
with the problem of supplying over 
sixty million people with electrical 
current, more millions with gas, 
water, and transportation, and obliged 
to serve all these customers efficiently 
and cheaply have gone in for mass 
production and mass production meth- 
ods. It is for this reason that they 
have been able to keep pace with the 
demands upon them, and be success- 
ful. If they had done anything else 
they most certainly would have failed. 


MALL companies in this era of big 
business operate under a tremen- 


dous handicap. In the utility field 
especially their overhead is relatively 
larger than that of the big corpora- 
tion. They cannot afford to employ 
the best engineers and executives. 
They do not have the funds with 
which to buy the best mechanical 
equipment. It is not often that a 
small utility is strategically located, 
and that is a handicap; moreover, 
their businesses are seldom well 
enough diversified to give them a de- 
sirable distribution of load. Mergers, 
on the other hand, not handicapped 
by any of these considerations, are 
regularly effecting economies for their 
customers, and earning increased 
profits for their stockholders,—cer- 
tainly a happy combination. 


| mergers have accomplished these 
things—and the facts and figures 
prove that they have—who can say 
that their effect upon the utilities and 
the public alike has not been bene- 
ficial? Under the circumstances 
should mergers be encouraged or dis- 
couraged? 
The answer is obvious. 





Believe It or Not 
(By our own Ripley) 


Tue trans-Atlantic telephone service was used the other day to 
buy a dog. 


* * * 

THE most popular publication in the world today from point of 

use and numbers of copies is the telephone directory. 
a * 7 

A patron of a New York hotel recently ran _up a bill of $875 in 

one week for telephone charges to his wife in California. 

. s * 
_ Pustic utility securities hold the place of honor on the investment 
list of Harvard University, and make up nearly 30 per cent of the 
total general investment of $81,000,000. 

* 7 * 

INVESTMENTS in public utility bonds by twenty-five of the larger 
life insurance companies in the United States and Canada continue 
to increase, while their holdings of railroad, government, and mu- 
nicipal bonds show a decline. 
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TWO IMPORTANT STEPS ARE TAKEN IN DEFINING 


“Confiscatory” Rates 


Wa the Supreme Court of the United States makes a decision 
it makes law, for all practical purposes, just as effectively as 


does Congress. 


Recently this Court has gone further than ever before 


in defining two most important phases of utility, regulation—deprecia- 

tion and return. Mr. Wherry, in this article, clearly analyzes the far- 

reaching significance of these rulings which many people think surpass 
even the O’Fallon Case in importance. 


By WILLIAM M. WHERRY 
OF THE NEW YORK BAR 


wo highly significant steps have 
just been taken by the United 


States Supreme Court toward 
the clarification of the rights of pub- 
lic utility companies and the public in 
the matter of rate making. These 
two steps are: 

A clear, decisive application of 
logical principles governing the rate 
of return. On this question the court 
takes a stand in marked contrast to 
its attitude in earlier decisions. 

And on the question of annual de- 
preciation the United States Supreme 
Court now has definitely decided that 
this must be calculated upon the basis 
of the fair value of the property and 
not upon the basis of the property’s 
cost. 


HESE two significant steps were 
taken in the case of the United 
Railway & Electric Company of Bal- 
timore v. Harold E. West, decided 
January 6, 1930, a case which had 
been taken up on appeal from the 
highest court in the state of Mary- 
land. 
In addition there was also estab- 


lished by the decision an important 
point of practice with regard to rate 
cases. The court declined to consider 
an issue raised which tended to con- 
fuse the two main issues on appeal. 
This issue related to the value of the 
property raised for the first time on 
the appeal, but the court held that the 
only issues involved in the appeal 
were the rate of return and the an- 
nual depreciation allowance. 

In many rate cases the main issues 
become so confused that it is impossi- 
ble to get a square ruling on a really 
important point because of collateral 
matters, so that it is refreshing to find 
the court resolutely limiting the issues 
to the main points involved. 

True, the valuation issue in the 
Baltimore Case was discussed in the 
dissenting opinion of Justices Bran- 
deis and concurred in by Holmes and 
Stone, but it was set aside by the ma- 
jority on the ground that it was not 
properly before the court. 

The dissenting Judges did not dif- 
fer from the majority with regard to 
the general principles involved, either 
as to the rate of return or the right 
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and necessity of an annual allowance 
for depreciation as an operating ex- 
pense. They expressed the opinion 
that the value found by the Commis- 
sion and the court below was too high 
because it included the value of as- 
sessments in the streets. They also 
contended that the annual deprecia- 
tion calculated on cost was sufficient. 
Therefore, they contended, actual net 
return would be high enough to avoid 
confiscation. 


.— minor point of practice 
established in this interesting 
case was a decision by the court that 
even though the company might be en- 
titled to a higher rate of return than 
it demanded, the court was confined 
to the question: 

Would less than what the company 
demands as a rate of return upon the 
fair value of its property be fair? 

The company asked only 7.44 per 
cent, and the court held that a higher 
return might well have been justified. 

The situation was similar to that in 
the case of McCardle v. Indianapolis 
Water Co. (1926) 272 U. S. 400, 
P.U.R.1927A, 15, in which the court 
accepted the company’s own valuation 
of its property as a basis for the rate 
of return although evidence would 
have justified a higher value of the 
rate base. 

Both of these cases are rather strik- 
ing answers to the contention that 
companies would always charge the 
highest possible rates if permitted to 
have their own way. 


'T canine now to the question of 
a fair return, we find that in ear- 
lier cases the Supreme Court was 
gtoping for a test to measure a rate 
which would not be confiscatory. 


287 


They made a distinction between a 
reasonable rate and a confiscatory 
rate, and held that although a rate 
might not be reasonable it still might 
not be confiscatory. This in itself 
was illogical, because if the company 
was entitled to earn a reasonable rate, 
anything less than that would deprive 
it of its property just as much as if a 
part of the capital were taken from 
it. Confiscation can be accomplished 
by depriving a company of a return 
on a part of its property by fixing the 
rate of return too low, just as much 
as by undervaluing all of its property. 

Finally, in Bluefield Water Works 
& Improv. Co. v. Public Service Com- 
mission (1923) 262 U. S. 679, 
P.U.R.1923D, 11, the court formu- 
lated a definition of what was a fair 
return which approached the problem 
from the point of view of confisca- 
tion. The court laid down two princi- 
ples, one derived from the analogy of 
condemnation, the other recognizing 
the peculiar nature of public utility 
industries where the investor is forced 
to continue his investment indefinitely 
and must protect that investment dur- 
ing its entire existence. 


HE analogy between a rate case 

and a condemnation case was 
first stated by the Supreme Court in 
Reagan v. Farmers’ Loan & Trust 
Co. (1894) 154 U. S. 362, at page 
410. It was there pointed out by Mr. 
Justice Brewer that if the state took 
the title to the property by eminent 
domain, the owner would be entitled 
to be paid its fair value. Consequent- 
ly, the same principle is involved in 
fixing a price for the use of the prop- 
erty. To take either at less than its 
fair market value would be a viola- 





tion of the constitutional guaranty 
against taking private property with- 
out just compensation. 

Accordingly, we have the formula 
that the rate of return which the own- 
er is entitled to receive must be equal 
to the return which he could get on 
his investment if the state took title 
to his property and paid him his fair 
compensation, and he invested it in 
securities presenting no greater or 
less risk than the business of the util- 
ity. This principle is thus recognized 
in the Bluefield Case: 


“A public utility is entitled to such 
rates as will permit it to earn a re- 
turn on the value of the property 
which it employs for the convenience 
of the public equal to that generally 
being made at the same time and in 
the same general part of the country 
on investments in other business un- 
dertakings which are attended by 
corresponding risks and uncertain- 
ties, but it has no constitutional right 
to profits such as are realized or an- 
ticipated in highly profitable enter- 
prises or speculative ventures.” 


This is a practical yardstick and 
capable of reasonable proof. 


HERE is another aspect to the 

rate of return and this was also 
recognized by the Supreme Court in 
the Bluefield Case in the second 
principle laid down by it governing 
the test of a fair return. In that case 
the court recognized that a public 
utility is a living thing which con- 
tinues in existence for an indefinite 
time; that if it does not keep up its 
property by making improvements 
and betterments and investing new 
capital in it from time to time, it will 
not only be unable to maintain its 
service, but will find its property di- 
minishing in value. In other words, 
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it is essential to insure a free flow of 
capital into the industry in order to 
preserve the value of the property. 
This feature is recognized in the Blue- 
field Case by the court in the follow- 
ing language: 

“The return should be reasonably 
sufficient to assure confidence in the 
financial soundness of the utility and 
should be adequate, under efficient 
and economical management, to 
maintain and support its credit and 
enable it to raise the money neces- 
sary for the proper discharge of its 
public duties.” 


Here, also, we have a practical test 
that is susceptible of reasonably con- 
vincing proof. 


HESE two principles laid down in 

the Bluefield Case remove the 
question of what constitutes a fair 
rate of return from the realm of arbi- 
trary judgment for state legislative 
bodies. The question is a question of 
fact, subject to ascertainment by ju- 
dicial process. 

Evidence certainly can be presented 
in a rate inquiry showing what rates 
of return an investor could expect to 
get upon a given sum of money in- 
vested in a public utility, part in 
bonds and part in stocks. 

Likewise, evidence can be submit- 
ted to show what earnings would in- 
duce an investor to put his money into 
an enterprise. 

The weighing of this evidence, the 
court said in the Bluefield Case, is a 
matter for “the exercise of a fair, 
enlightened judgment having regard 
to all relevant facts.” 

In this respect the question is not 
any different from any other ques- 
tion of fact in a lawsuit or judicial in- 
vestigation. 
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What Constitutes “Confiscation?” 


a the rate of return is less than an investor could get 
if he invested the amount paid to him in eminent 
domain proceedings, he would be receiving less than a fair 
compensation for his property. 


ce bye if he received a return so low that he could not 

raise additional capital to maintain the value of his 
property, he would be losing his property just as if the 
state should take it away from him, little by little, without 


compensation. 


— N either case you would have confiscation.” 





k is clear that if the rate of return 
is less than an investor could get 
if he invested the amount paid to him 
in eminent domain proceedings, he 
would be receiving less than a fair 
compensation for his property. 

Also, if he received a return so 
low that he could not raise additional 
capital to maintain the value of his 
property, he would be losing his prop- 
erty just as if the state should take 
it away from him, little by little, with- 
out compensation. 

In either case you would have con- 
fiscation. 


6 Bmw principles are clearly ap- 
plied in the Baltimore Case, in 
which the court said that the company 
should have a net return of not far 
from 8 per cent upon the valuation of 
the company fixed by the Public 
Service Commission, so that the com- 
pany could attract capital. 

The court called attention to the 
fact that for six years the company’s 
return had been but little over 5 per 
cent, and held that just compensation 
for a public utility is more than cur- 
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rent interest on mere investment. 
After paying expenses, reasonable 
dividends, and interest, something 
should be passed along for surplus ac- 
count, said the court, which added: 
“A rate of return which does not 
admit of that being done is not suf- 
ficient to assure confidence in the 
financial soundness of the utility to 
maintain its credit and enable it to 
raise money necessary for the proper 
discharge of its public duties.” 


— that the rate of 6.26 per 
cent fixed by the Commission, 
was “clearly inadequate,” the court 
said that viewing the matter in the 
light of recent decisions it appeared 
that practical confiscation might result 
from any return less than 74 or even 
8 per cent on the value of the prop- 
erty. Hence the court decided that 
anything less than a return of 7.44 
per cent, the return sought by the 
company, “would be confiscatory and 
in violation of the due process clause 
of the Fourteenth Amendment.” The 
court says: 


“In the light of recent decisions of 
this court and other Federal de- 







































cisions, it is not certain that rates se- 
curing a return of 7} per cent or 
even 8 per cent on the value of the 
property would not be necessary to 
avoid confiscation. But this we need 
not decide since the company itself 
sought from the Commission a rate 
which it appears would produce a re- 
turn of, about 7.44 per cent, at the 
same time insisting that such return 
fell short of being adequate. Upon 
the present record, we are of opinion 
that to enforce rates producing less 
than this would be confiscatory and 
in violation of the due process clause 
of the Fourteenth Amendment.” 
(Italics mine. ) 


Ft significant step in the 
Baltimore Case is the logical 
development of principles relating to 
the question of annual depreciation. 
As in the matter of the rate of return, 
these principles have been formulated 
gradually through earlier cases. The 
decision is a logical application of the 
principle decided in Smyth v. Ames 
(1898) 169 U. S. 466, and insisted 
upon by the Supreme Court in every 
subsequent case, namely, that the Con- 
stitution protects the value of the 
property and not its cost. 

Annual depreciation must be com- 
puted upon the fair value, and not the 
cost, of a public utility’s property. 

This means that a company must 
be permitted the right to set aside the 
money to pay this year’s price for an 
article of replacement even though 
such price may be much higher than 
the price of several years ago when 
the article’s cost was first established 
by purchase. 


AS already pointed out, the prop- 
erty of a utility may be taken 
away by diminution of its power to 
function. It is just as important to 
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replace worn-out portions of the prop- 
erty as it is to make new capital ex- 
tensions and improvements. The 
plant is used up over a period of time, 
just as oil, coal, and labor are. 

At the end of any given term of 
use of a public utility’s plant, the orig- 
inal investment must be unimpaired 
by depreciation of physical properties. 

This principle was first recognized 
—although its full significance was 
not—in the case of Knoxville v. 
Knoxville Water Company (1909) 
212 U. S. 1, 13, 14. 

In that case the court specifically 
states that the earnings must be suf- 
ficient to maintain the property so that 
“original investment” remains as it 
was in the beginning. In view of 
other and later Supreme Court de- 
cisions, the statement in the Knox- 
ville Case should read that the value 
of the original investment—not the 
investment itselfi—should be kept in- 
tact from earnings and remain as it 
was in the beginning. 

No matter how the depreciation al- 
lowance may be treated from the 
viewpoint of accountancy, the calcu- 
lation of the sum must be made upon 
a basis which will enable the company 
to pay the price of worn-out equip- 
ment at the time it needs to buy. 

This was the point of view taken 
by the court of appeals of Maryland, 
the court below in the Baltimore 
Case, when it reversed the Public 
Service Commission, which had held 
that the annual depreciation should 
be based upon cost. 


I N upholding this point in the Balti- 
more Case, the Supreme Court 
quoted with approval a decision of 
the supreme court of Michigan in the 
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case of Michigan Pub. Utilities Com- 
mission v. Michigan State Teleph. Co. 
(1924) 228 Mich. 658, P.U.R.1925C, 
158. In this decision it was stated: 


“If the rate base is present fair 
value then the depreciation base as 
to depreciable property is the same 
thing. We repeat, the pur- 
pose of permitting a depreciation 
charge is to compensate the utility 
for property consumed in service, and 
the duty of the Commission, guided 
by experience in rate making, is to 
spread this charge fairly over the 
years of the life of the property.” 


Mr. Justice Brandeis dissented in 
an elaborate opinion, citing a multi- 
tude of authorities not all, by any 
means, of equal importance. 


]* modern accountancy the treat- 
ment of annual depreciation de- 
pends, of course, upon whether the 
accounts on the books are kept in 
terms of cost or value. 

If capital accounts are kept in 
terms of cost, then it is good account- 
ancy to keep the depreciation reserve 
in the same terms. 

This method, however, makes no 
allowance for the fluctuations in the 
medium of exchange, the varying pur- 
chasing power of the dollar. Hence, 
the books will not reflect the real cost 
of the property. They will reflect the 
cost of once-upon-a-time. 

This seems illogical. No account- 
ant would set up for an American 
corporation an account of investments 
made in francs, marks, and dollars 
without reducing all to the common 
denomination of the dollar. Never- 
theless, for all practical purposes, that 
is about what happens when capital 
accounts are expressed in costs ex- 
tending over long periods of time 
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where the weighted average of invest- 
ment differs from the average price 
levels. 

It has been held in the case of Pas- 
saic Consol. Water Co. v. Public Util- 
ity Comrs. (N. J. 1927) P.U.R. 
1928B, 242, 139 Atl. 324, that a 
utility may keep its books so as to 
reflect the actual value of its capital 
investment. 

When this is done it would be cor- 
rect accountancy to express the de- 
preciation reserve in the same way— 
in terms of value instead of original 
cost. 

As a practical matter, there is an- 
other aspect to the depreciation re- 
serve. The maintenance of a proper 
reserve for replacements is essential 
to the efficiency of the public service. 
If the replacements are not made, the 
service will rapidly deteriorate. In 
the Baltimore Case, this is stated suc- 
cinctly as follows: 


“One of the items of expense to 
be ascertained and deducted is the 
amount necessary to restore property 
worn out or impaired, so as continu- 
ously to maintain it as nearly as prac- 
ticable at the same level of efficiency 
for the public service.” 


7 the corporation is allowed only 
to charge to depreciation reserve 
the cost of an item, and the article 
bought to replace it costs more, the 
difference must be capitalized, and 
this would necessarily tend to a con- 
stant increase in capitalization, which 
is not sustained by an underlying 
service value. 

By making due allowance for an in- 
creased level of prices, capitalization 
can be stabilized and made more near- 
ly to reflect the service value of the 
plant. 
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MUNSEY BUILDING * WASHINGTON, D. C. 


March 6, 1930. 


SUBJECT: Commissioner Prendergast's Resignation. 
Dear Sir: 


It was all very cordial but just the same Chairman 
William A. Prendergast, after a talk with Governor 
Franklin D. Roosevelt, quit the New York Public Service 
Commission of which he had been a member since 1921. 


Said Mr. Prendergast: 


"Governor Roosevelt has certain ideas rela- 
tive to the regulation of public utilities in this 
state, with which ideas I am not entirely in sym- 
pathy. Amongst other things I do not feel that the 
Public Service Commission, which has quasi-judicial 
functions, should be influenced in the exercise of 
those functions by the Executive or any other state 
agency." 


Said Governor Roosevelt: 


"Our conversation was very cordial. We agreed 
to what we both had guessed at before, that when it 
comes to public service regulation, he belongs to 
one school of thought and I to another." 


We believe it was Benjamin Franklin who said that he 
never sought a public office, never refused one, and never 
resigned; but of course the great philosopher had never 
served on a Public Service Commission. 


We are sorry that Mr. Prendergast did not see fit 
to follow Franklin's practice in respect to resigning, 
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because the state, when he goes off of the Commission, 
will lose a fearless and able servant, something sorely 
needed at a time when the scholars of the Governor's 
school are doing so much reciting. 


When the legislature sought to invade Governor 
Roosevelt's executive functions, the Governor appealed to 
the courts and got a decision in his favor. When Chairman 
Prendergast deemed that the Governor was overstepping the 
executive functions, interfering with judgment of the 
Commission, he made his protest against what he considered 
a bad situation by stepping out. 


We—and by this we mean, of course, only the writer— 
have always believed that when questions of fact are to 
be decided by Public Service Commissions, the parties to 
such controversies, that is to say, the stockholders of 
the companies and the ratepayers, are entitled to the 
independent judgment of the Commissions; that attempts to 
intimidate the Commissions or to influence them from the 
outside are always made in contempt of the Commissions and 
of the public welfare. 


Some persons think that the function of the Com 
missions is purely legislative. Others think that in 
deciding disputed questions of fact the Commissions act 
in a quasi-judicial capacity. 


We know of no one who, up to this time, has held 
that rate making is an executive function. ‘ 


Very truly yours, 


Taney C* Soren? 
































































































What Others Think 








A Plan for Assuring the Net Earnings that a 
Utility Is Authorized to Make 


READING of the article “What Price 

Public Utility Speculation?” by 
Dr. John Bauer in the National Mu- 
nicipal Review, leads the reader to the 
conclusion that the author believes the 
crash in the stock market in the closing 
quarter of last year was largely owing 
to public utility financing. He says: 


“Following the stock market debacle, the 
collapse of some twenty billions of artificial 
values, we cannot resist the opportunity— 
so far as public utilities are concerned— 
to say, ‘I told you so,’ and, of course, to 
tell it again.” 


The so-called pyramiding of earnings 
under holding company control is said 
to promote speculation : 


“This corporate set-up, of course, pro- 
motes speculation to the extreme, and pro- 
duces the greatest financial instability. A 
moderate increase in net earnings on the 
entire operating property produces a great 
increase for the ultimate common stock 
held by the public, and inevitably, results 
in proportionately higher market prices. 
This process is affected not only by actual 
earnings, but also by expectations—which 
are psychological and intangible, subject to 
stimulation and imagination. This, in gen- 
eral, pictures the situation before the break 
in the market. 

“But pyramiding works downward as 
well as upward. When there is a moderate 
decline in net earnings, or reduced expec- 
tations, the effect is cumulative upon the 
ultimate common stock. Just as the 
psychological factors produce excessive up- 
ward swings, they bring about precipitate 
drops. The rises and declines are extreme 
because of the financial structures. 

“The upward movement, based upon 
ever-increasing earnings, had continued so 
long that it affected the financial judgments 
of usually conservative investment houses 
and banks. Financial experts, dealing with 
electric securities, developed the feeling 
that there was no top, and that values 
would continue ever upward and higher. 
They did not keep in mind the fact that 
the companies really are public utilities, are 
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subject to rate control, and are, thus, lim- 
ited in earning power, apart from techno- 
logical developments and growth of busi- 
ness. Unfortunately, indeed, few of the 
financial groups who have marketed the se- 
curities understood the background of rate 
control and the interrelation of earning 
power to reasonable rates limited by public 
authority.” 


D* Bauer goes on to say that rate 


control has been ineffective, and 


that this also has tended to promote 
speculation. 


“The ineffectiveness of rate control has 
been largely responsible, in our opinion, 
for the speculative condition in the indus- 
try. The returns to which the companies 
have been entitled, have not been clearly 
defined and properly provided for. The 
limitations upon earnings have not been 
definitely fixed and applied. Hence, the 
growth of net earnings’ under existing 
rates, has, naturally, been capitalized into 
stock values, although, under the law, the 
basis of these values might be removed at 
any time through public revision of rates. 
That the high domestic rates which have 
prevailed can continue indefinitely for the 
future was highly improbable, and yet the 
earning power of the companies was capi- 
talized in the pyramided stock values sub- 
stantially upon such expectations. The 
partial realization of this fact by the in- 
vesting public, and perhaps business, has 
doubtless been one of the causes of the 
collapse of public utility stocks, especially 
of holding companies and _ investment 
trusts.” 


In concluding his article, Dr. Bauer 


quotes from an _ investment house 
pamphlet which he declares is typical. 
He says: 


“We have on our desk a rather typical 
pamphlet issued by a well-known invest- 
ment house. It pictures the alluring ad- 
vantages of consolidation; it plays up the 
monopoly feature of utilities and the pro- 
tection by the Commissions of the monop- 
oly—with the plain inference that the sav- 
ings of consolidation will be huge, and will 
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go wholly to the fortunate holders of the 
ultimate stocks! Not a word about rate 
control and public limitation upon earning 
power. A simple table showing the profits 
realized in other mergers by those who had 
foresight constituted a powerful appeal. 
Just look: a rise from $1 to $240 per share, 
an increase of 23,900 per cent; from $6 to 
$610, an increase of 10,066 per cent; from 
$1 to $57, or 5,600 per cent; from $17.50 
to $276, or 1,477 per cent; from $39 to 
$575, or 1,137 per cent! So, after all, the 
advance from $1 to $75 above described 
may not have involved any culpable mo- 
tives—only buoyant expectations based 
upon consolidations, future growth of 
business, monopoly, and protection by the 
Commission—with little or no considera- 
tion of limitations upon rates and earning 
power !” 


r. Bauer has a plan for regulation 

which he believes will remove all 
speculative features from public utility 
financing. This is briefly stated as fol- 
lows: 


“We come, therefore, to our point, that 
such financial extravaganzas as have taken 
place should be impossible in the electric 
field, or any public utility. All speculative 
features in public utility financial opera- 
tions should be removed; there should be 
no uncertainty as to net earnings to which 
a company is entitled and which it may 
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receive under regulation. Our proposal has 
been, and is, that the rights of the inves- 
tors should be accurately defined by statute, 
and should be definitely provided for 
through systematic rate control. The rate 
base should be shown by the accounts of 
the company, and rates should be promptly 
increased or decreased according to the 
returns to which the company is entitled, 
with provisions for rate equalization from 
year to year to take up unexpected varia- 
tions in costs and volume of business.” 
This plan is not new. It has been 

elaborately set forth in a book by Dr. 
Bauer on “Effective Regulation of Pub- 
lic Utilities.” It has been taken up and 
incorporated in the platforms of those 
who believe that the regulatory laws 
are ineffective. If there could be a 
fixed rate base under the law and if 
there could be a fixed rate of return 
guaranteed to the utility, the establish- 
ment of such a policy of regulation 
would undoubtedly take the speck out 
of speculation so far as utility securi- 
ties are concerned. As long as value is 
the rate base it will fluctuate. 

Wuat Price Pusiic Utmiry SpecuLaTion? 
By John Bauer, Director, American Public 
Utilities Bureau. National Municipal Re- 
view. January, 1930. 





A Unique Proposal to Create “Electric Light and 
Power Districts” to Compete with Private Companies 


A General C. A. Sorenson 
of Nebraska, in a recent address 
before the League of Nebraska Mu- 
nicipalities, recommended legislation 
permitting the formation of public elec- 
tric light and power districts by cities 
and other subdivisions of the state, in 
some such way as irrigation districts 
are now organized. Here are some of 
the provisions which he thinks such a 
law should contain in order to carry out 
this plan of expansion: 

“1. That cities, towns, precincts, and 
other governmental subdivisions may unite 
and organize as a public electric light and 
power district in much the same way that 
irrigation districts are now organized. 

“2. That such light and power districts 
shall be separate and distinct governmental 
corporations, each with its own officers and 
directors to be elected by the voters of 
the power district. 


295 


“3. That such governmental power cor- 
porations shall be authorized and empow- 
ered to own and operate electric light and 
power plants and to generate, buy, dis- 
tribute, and sell electric energy within or 
without the power district; that to carry 
out its purposes the district shall have the 
power, when authorized by a vote of the 
people, to issue bonds for purchase price 
of plant and equipment, construction cost, 
and other capital expenditures; that such 
power district shall also have the authority 
to pledge its earnings for the payment of 
indebtedness. 

“4. That such power districts shall be 
authorized to make contracts with other 
power districts or municipalities for the 
sale or purchase of electric energy. 

“5. That the procedure for the organi- 
zation of such power districts shall be 
substantially as follows: 


T 4 7 IRST, a petition signed by 10 per cent 
of the voters of each of the gov- 
ernmental subdivisions included in the pro- 
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posed power district shall be filed with the 
department of public works of the state 
of Nebraska, asking for an investigation 
and report of the feasibility of the organi- 
zation of the proposed district. The de- 
partment of public works shall cause a care- 
ful and thorough investigation to be made 
and shall make public its report within a 
reasonable time. 


the district shall be organized forthwith. 
The governing board shall be made up of 
not more than nine nor less than five direc- 
tors to be appointed in the first instance by 
the Governor. The board shall elect its 
own officers, and shall have power to hire 
and fire the general manager and fix his 
salary.” 


Attorney General Sorenson is neither 


at Sy so if the proposed project is de- for nor against public ownership per se; 
clared feasible by the department of he favors it only when public owner- 
public works, the proposition of the organi- ship means better service and cheaper 


zation of the proposed power district shall 
be submitted to a vote of the people of 
the proposed district. If the proposition is 


rates. 


Public ownership has been also held 


adopted by a majority of all the votes cast justified when the service cannot be had 
on the proposition, and also by a majority ynder private ownership because a pri- 


of all the voters in each of the cities and 
towns of the proposed district, the proposi- 


vate ownership cannot afford to fur- 


tion shall be deemed to have carried and nish it. 





The Investigation Into the Publicity Work of the 
Utilities Threatens to Back-Fire 


HE extent to which the U. S. 
Senate intended to have propa- 
ganda about the government ownership 
versus private ownership question in- 
vestigated was clearly brought out at a 
recent hearing before the Federal Trade 


Commission when Bernard F. Wead- 
ock, appearing for the utilities which 
were under investigation, attempted to 
go into the question of pro-public own- 
ership propaganda. Mr. Weadock’s 
statement explained that he was ready 
to show: 


“1. That the League for Industrial 
Democracy was organized in 1905, as the 
Intercollegiate Socialist Society, to carry 
the doctrine of socialized public ownership 
into the schools and colleges of the United 
States, and has stated that ‘Its job is to 
turn the fire and idealism of the American 
college rebel against the wrongs of our 
industrial order.’ 

“2. That the Public Ownership League 
was founded in 1914 by Carl D. Thomp- 
son while he was director of the informa- 
tion department of the National Socialist 
Party, and has carried on a continued and 
nation-wide campaign to force the na- 
tionalization of electric utilities. 

“3. That the National Popular Govern- 
ment League, established in 1913, has con- 
sistently co-operated in the publicity activi- 
ties of the Government-ownership organi- 
zations mentioned above. 

“4. That the People’s Legislative Serv- 
ice was founded in 1920 to carry on polit- 
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ical publicity and lobbying activities in 
Washington and included on its first na- 
tional council representatives of all these 
groups. 

“5. That all these organizations are, and 
for many years have been, pointed toward 
common action and a common goal through 
interlocking | directorates. 

“6. That in response to a resolution by 
the National Socialist Party convention in 
1921, offered by Morris Hillquit, declaring 
for ‘co-operation with all radical organi- 
zations, the secretary-treasurer of the Peo- 
ple’s Legislative Service issued invitations 
for a meeting at which plans were formu- 
lated to collaborate on a program looking 
to the nationalization of key industries and 
to form the conference for progressive 
political action. 

“7. That at the first formal meeting of 
the conference for progressive political 
action, after its formation, delegates 
from various radical organizations were 
granted credentials, including the follow- 
ing: From the National Socialist Party, 
Morris Hillquit, Victor L. Berger, Sey- 
mour Stedman, James O’Neal, George E. 
Roewer, B. Charney Viadeck, and Otto 
Branstetter ; from the League for Indus- 
trial Democracy, Robert Morss Lovett and 
Norman Thomas; from the National Popu- 
lar Government League, Judson King; 
from the People’s Legislative Service, Basil 
Manly and William H. Johnston, who was 
chairman of the meeting. Carl D. Thomp- 
son attended a later convention of this 
combined organization as the delegate of 
the Public Ownership League. 

“8. That the platform on which these 
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groups united included the following 
planks, expressed at their 1924 meeting: 

“(a) ‘We favor public ownership of the 
Nation’s water power and the creation and 
development of a national superwater 
power system, including Muscle Shoals. 

“(b) ‘We declare for public ownership 
of railroads. 

“(c) ‘We favor submitting to the peo- 
ple for their considerate judgment, a con- 
stitutional amendment providing that Con- 
gress may by enacting a statute make it 
effective over a judicial veto.’ 

“9. That the League for Industrial 
Democracy has consistently advocated tak- 
ing away from their owners not only the 
industries mentioned in this platform, but 
all industries that are national in scope. 

“10. That the league has_ established 
student representatives in more than 100 
colleges, that it has sent its officers and 
directors to lecture on socialization of in- 
dustry to classes and student mass meet- 
ings in more than 130 colleges, and that as 
long ago as 1925 it boasted of having more 
than 1,200 students enrolled as dues-paying 
members of the league. 

“11. That in March, 1927, at the invita- 
tion of Basil Manley, then director of the 
Peoples Legislative Service, H. S. Raush- 
enbush, of the League for Industrial De- 
mocracy, and Judson King, director of the 
National Popular Government League, met 
in the office of Senator Norris, with ‘a 
group of progressive Senators and Con- 
gressmen and public ownership advocates,’ 
to devise further means of attacking the 
utilities, particularly in connection with 
Boulder Dam and Muscle Shoals. 

“12. That in discussing this meeting, a 
Socialist newspaper declared that ‘the 
public ownership and operation of these 
two great projects will split the power 
trust wide open and pave the way for the 
practical realization of socialism as noth- 
ing else will.’ (See Exhibit 15.) 

“13. That the Public Ownership League, 
which proclaims that it was founded to 
secure ‘the public ownership and demo- 
cratic control’ of key industries, shows in 
its annual reports that it has centered its 
efforts on the electric utilities. 

“14. That this campaign is, and has been, 
carried on for many years through bulle- 
tins, pamphlets, magazines, and newspapers, 
and that legislation to attain this end has 
been drafted and pushed in Congress and 
State legislatures by the officers of the 
Public Ownership League. 

“15. That Carl D. Thompson, founder 
and guiding spirit of the Public Ownership 
League, together with Eugene V. Debs and 
Arthur LeSueur, founded the Peoples Col- 
lege at Fort Scott, Kansas, with the avowed 
purpose of spreading the doctrine of gov- 
ernment ownership. 

“16. That Arthur LeSueur, as vice presi- 
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dent of the Peoples College, wrote to one 
student of this college and signed himself 
‘Yours for the resolution.’ 

“17, That in boasting of widespread in- 
fluence of the Public Ownership League, 
Mr. Thompson said ‘There is not a city, 
town, or village in the United States now 
that the Public Ownership League cannot 
reach with an active, aggressive represen- 
tative within twenty-four hours.’ 

“18. That while serving as director of 
the information department of the Na- 
tional Socialist Party, Carl D. Thompson, 
speaking of the progress of socialism, said: 

“‘We want no one to think that these 
sops are socialism. By no means. We 
want something more than sops. We want 
the whole soup. 

“*We are going to take all the sops they 
give and thereby gain strength to get the 
whole feed.’ 

“19. That on January 16, 1924, Carl D. 
Thompson, as secretary of the Public Own- 
ership League, organized a ‘public super- 
power conference’ in Washington, D. C., 
at which a bill was drawn calling for a 
nation-wide, publicly owned power system, 
and writing of this conference in his Public 
Ownership Magazine, Mr. Thompson said : 

“‘Arrangements were made for the bill 
to be introduced in the Senate by United 
States Senator George W. Norris, and in 
the House by Representative Oscar E. 
Kellar, of Minnesota.’ 

“20. That, as forecast by him, this bill 
was introduced by Senator Norris and 
Representative Kellar, March 10, 1924. 
(See Congressional Record of that date.) 

“21. That in discussing ‘the next step’ 
for pushing this Norris-Kellar bill, Mr. 
Thompson advised that ‘the strongest 
possible presentation’ be prepared and pub- 
lished ‘in such a form that it can be sent 
by Senator Norris’ frank to every part of 
the United States.’ 

“22. That the People’s Legislative Serv- 
ice, the lobbying organization with offices 
in Washington, has on its governing coun- 
cil officers and directors of the Public 
Ownership League and the League for In- 
dustrial Democracy. 

“23. That the People’s Legislative Serv- 
ice has consistently lobbied for and advo- 
cated the public ownership of electric utili- 
ties. (See Exhibits 79, 80). 

“24. That it called together certain Sena- 
tors and Congressmen to formulate a gov- 
ernment ownership program and in a pub- 
lished bulletin stated that these Senators 
could ‘effectively control the course of 
legislation in the Senate.’ 

“25. That the People’s Legislative Serv- 
ice attempted to intimidate Senators who 
refused to vote in accordance with its 
wishes. (See Exhibit 83). 

“26. That it offered ‘to pass on the word 
as to those Senators who righted them- 
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selves as far as possible after going wrong 
in this matter.’ 

“27. That its intolerant attitude toward 
the utilities was shown in a bulletin which 
it issued in May, 1929, in which it said: 

“Do you use electricity or gas? If you 
do, be on guard, especially put your chil- 
dren on guard against the poison squad of 
the power trust. By way of constant re- 
minder paste poison labels at every outlet 
in your house. This is no joke. We are 
in dead earnest. As much so as if we saw 
the lifted head and heard the rattle of a 
— that had crawled into your 


“28. That in pursuit of its objectives, the 
Peoples Legislative Service issued monthly 
bulletins, distributed them to the press, and 
boasted that it had ‘received its full share 
of attention from the dailies and weeklies, 
both in their news and editorial columns.’ 

“29. That another interlocked organiza- 
tion, the National Popular Government 

. League, in explaining why it did not pub- 
lish a magazine, set forth that this was 
not necessary because of its ability to se- 
cure publication of its propaganda in news- 
papers, magazines, and the Congressional 
Record. 

“30. That in view of all the foregoing 
facts the electric utilities were forced into 
much of their publicity efforts as a matter 
of self-defense.” 


OMMISSIONER Edgar A. McCulloch, 
presiding at the Federal Trade 
Commission hearings, informed Mr. 


Weadock that the Senate resolution 
directing the inquiry confined this stage 
of it to consideration of utility propa- 
ganda; there was, indeed, a clash be- 
tween Commissioner McCulloch and 
Mr. Weadock as to the extent to which 
government ownership propaganda 
should be investigated. 

The Commission is not to blame for 
not investigating a subject it was not 
asked to investigate by the Senate. 
Strictly speaking, the Senate could not 
require the Commission to investigate 
any sort of propaganda about govern- 
ment ownership. The propaganda reso- 
lution was apparently introduced as an 
afterthought. It was not the purpose 
to find out what was being done by 
both sides in the way of propaganda on 
the government versus private owner- 
ship question ; the resolution was aimed 
solely at the utilities. The government 
ownership advocates, who evidently 
took advantage of an opportunity, may 
find that they were only throwing hot 
ashes to windward, and they may get 
an eyeful of their own cinders in case 
the line of investigation suggested by 
Mr. Weadock be pursued. 

—James D. CUNNINGHAM 





The Practical Economic Aspects of the 
Utilities Holding Companies 


fe power problem is purely a 
question of economics and finance. 
So states Martin J. Insull, President 
of the Middle West Utilities Company 
in the February issue of The Forum, 
in reply to an article by Governor 
Franklin D. Roosevelt of New York 
in the December issue of the same 
magazine. Mr. Insull stands for the 
principle of state regulation of the in- 
dustry and declares that the power 
problem is purely a question of eco- 
nomics and finance. He says: 

“The public is not interested in academic 
discussions of valuation theories. What it 
is interested in is a fair valuation that 
takes into account all the necessary ele- 
ments of value, giving to users reasonable 
rates for service, and to investors a fair 
return on their investment with assurance 


of the safety of their principal. 

“Suppose that through any valuation of 
its property a power company were en- 
titled to, say, double its present rates. 
Would the doubling of those rates be possi- 
ble and thereby bring more income to the 
stockholders? Certainly not. The power 
industry cannot charge more than the serv- 
ice is worth, valuation or no valuation. Its 
largest and most valuable business comes 
from industrial plants, which pay the low- 
est rate. Furthermore, in supplying power 
to industrial plants, it is in competition 
with every other type of prime mover. If 
it raised its rates so that these industrial 
customers could generate their own power 
at lower costs, the power industry would 
lose the business.” 


M* Insull says that the holding 
company, which has been the sub- 
ject of so much discussion recently, is 
the only instrument through which the 
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raising of $8,000,000,000 needed by the 
industry in the last twenty years could 
have been accomplished. Mr. Insull 
gives a typical case of holding company 
financing, and maintains that there is 
nothing mysterious about it and that it 
has in no way been detrimental to the 
interests of the user-public. 

In fact it has been otherwise, he says, 
for without the use of the holding com- 
pany it might have been impossible to 
finance the operating companies. 

Of the speculative side of holding 
companies’ stock about which so much 
alarm has been raised, Mr. Insull says: 


“A speculative public assumes that the 
market value of utility holding companies 
common stock is worth twenty-five times 
their earnings, and notes that this holding 
company’s 300,000 shares of common stock, 
{the typical company] including the $200,- 
000 left in the surplus account of its sub- 
sidiary, are earning $1,012,000 gross or 
$812,000 net after expenses, amortization, 
and so forth—or about $2.70 a share; and, 
therefore, bids $65 a share for the stock. 
The stock is on the holding company’s 
books at $25.33 a share, or $7,600,000, so 
its market price is now over two and one- 
half times its book price, or an apprecia- 
tion of $11,900,000. In the meantime the 
holding company’s preferred stock has ad- 
vanced on the market to $98 a share—an 
appreciation of $388,000. So the market 
value of the securities now in the hands 
of the public, instead of being $62,200,000, 
as issued, is $76,488,000. 

“The customers of the operating com- 
pany, however, are, as they should be, still 
paying rates on the $60,000,000 value of the 
property used and useful for their service. 
And yet there are those who discuss the 
laws under which the industry is regulated, 
and talk about rates being made to pay 
dividends on increased capitalization 
through holding companies and appreciated 
values of securities, which they should 
know is contrary to those laws. This is 
not a power problem in any sense of the 
word; it is a purely financial situation of 
a speculative character. The electric light 
and power holding company has been of 
immense public benefit. There is a very 
definite connection between it and the fact 
that an electric power supply of a metro- 
politan character in quality, quantity, and 
cost is now available practically anywhere.” 


In reply to the “Power Trust” charge, 
Mr. Insull declares that there can be 


no such thing as a power trust so long 
as the operating companies are under 
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regulation. The rates of the operating 
companies are, of course, subject to the 
scrutiny of the Commission that has 
regulatory powers in the territory in 
which the operating company is located. 
The capitalization of the holding com- 
pany would not affect these rates. Mr. 
Insull also asserts that the fears which 
have arisen with reference to holding 
company operation have not material- 
ized, but, on the contrary, that the pub- 
lic has benefited by lower rates and bet- 
ter service. He says: 


“There has been a great deal written and 
said about a ‘Power Trust.’ What is a 
‘trust?? The Century Dictionary defines it 
as a ‘combination for controlling the pro- 
duction, price, etc., of some commodity or 
the management, profits, etc., of some busi- 
ness.’ Regulation of the power industry 
provides for the quantity and quality of 
service, the rate for service, and the rate 
of return upon the money invested to pro- 
vide the service. Therefore, if all the 
operating companies of the power industry 
were controlled by one immense holding 
company, there could still be no power 
trust as long as the operating companies 
were under regulation. 

“In the larger operations of the industry 
the same policy of interconnection, large 
and more economical generating stations, 
improved service, and lower rates is being 
applied to the country as a whole as was 
applied in a much smaller way in the Lake 
county experiment of nearly twenty years 
ago. It is not now the interconnection of 
small towns, but of large operating sys- 
tems, fed from large superpower stations 
advantageously located and owned by one 
or more operating companies. It is also 
the interconnection of power stations of 
different operating companies so as to take 
advantage of the diversity in time of their 
respective loads, and thereby carry their 
combined loads on a lower investment. 

“This all tends toward better service, less 
investment in plants, more efficient operat- 
ing, and, in the finality, lower rates. It is 
advances of this kind which, in the minds 
of the uninformed, may have led them to 
the idea of a ‘Power Trust.’ The results, 
however, are the antithesis of those usually 
to be attained by the public’s idea of a 
‘trust,’ since they are for the public’s bene- 
fit in quantity, quality, and cost of service.” 


Governor Roosevelt’s article in The 
Forum was reviewed in Pustic UTILI- 
TIES ForTNIGHTLY, January 9th, p. 36. 


Tue Reat Power Prostem. By Martin J. 
Insull. The Forum. February, 1930. 
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The Railroad Consolidation Proposals 
Are Subjected to Scrutiny 


HE plan for consolidating the rail- 

roads, recently promulgated by the 
Interstate Commerce Commission, has 
met with mingled opinions. Writing 
for The Nation, under the title “A Rail- 
road View of Consolidation,” J. G. 
Lyne shakes his head at the Commis- 
sion’s general plan; he says that the 
problem can be worked out satisfac- 
torily only if it is tackled piecemeal— 
and then preferably by the parties at 
interest, with the Interstate Commerce 
Commission keeping a watchful eye 
from the standpoint of the public, act- 
ing as arbiters on the points of differ- 
ence. This, he declares, is the econom- 
ical method of achieving desirable con- 
solidations. Of the economies of trans- 
portation he says: 


“It seems to be taken for granted that 
a large industrial enterprise is ipso facto 
more efficient than a smaller one, and that 
this general principle is also true of the 
railroad industry. But there is an out- 
standing difference between the railroads 
and most other industries. In the latter, 
combination results in the elimination of 
small and inefficient plants and concentra- 
tion of production in modern factories, 
where a heavy investment in modern ma- 
chinery can be utilized to the utmost. The 
product of the railway industry is ton- 
miles and passenger-miles. If consolida- 
tion meant that production of ton-miles 
and passenger-miles now performed on 
far-flung, light-traffic lines could be aban- 
doned and such production concentrated 
upon highly developed, level, four-track 
lines, then we might expect railroad com- 
bination to produce economies similar to 
those in industry. Of course this is not 
possible, and the economies to be expected 
from railroad consolidation are much less 
than might at first be supposed. There is 
a size beyond which railroad management 
is likely to become less effective; for a 
railroad is widely scattered and even with 
modern facilities for communication, ex- 
tremely difficult of intelligent centralized 
control. There are economies to be ex- 
pected from consolidation, with its proba- 
ble savings from standardization and mass- 
production methods in shops, but it is easily 
possible to overestimate such advantages 
and overlook the more effective managerial 
control of the smaller property. 

“Consolidation to promote economy in 


transportation, then, ought to take place 
only when railroad managers intimately 
concerned with the properties believe the 
amalgamation economically desirable. 
There are undoubtedly many railroad lines 
which, because of their peculiar traffic con- 
ditions or other reasons, can operate more 
efficiently as independent companies than 
they could as parts of large systems. If 
economy in transportation is to be fos- 
tered, then such lines should remain inde- 
pendent.” 


H”™ to take care of the little roads 
is one of the factors of the con- 
solidation problem. Mr. Lyne says: 


“The primary purpose of consolidation 
is to avoid the possibility that, with uni- 
form rates, some lines will prosper un- 
duly while others will starve. If this were 
the only consideration, then the logical way 
to meet it would be to combine all rail- 
ways into one huge company. But there 
are other considerations, one of them be- 
ing the preservation of competition. Since 
competition is to be preserved, which ap- 
proach to consolidation promises to bring 
the earlier solution of the problem of the 
weak roads—that contained in the present 
law or the more liberal one here advo- 
cated.” 


Mr. Lyne makes this interesting 
reference to the result of consolidation 
of railroads in Great Britain: 


“While the subject was in the early 
stages of examination and study in this 
country, a consolidation bill was passed 
in Great Britain and its provisions were 
speedily carried out; 124 railway com- 
panies were reduced to 4, which have been 
in operation since 1923. Consolidation 
was effected on a territorial basis, rather 
than one of maintaining competition; that 
is to say, each company is dominant in its 
own territory. There is some overlapping 
of territories, it is true, and some compe- 
tition remains, but nothing of the sort con- 
templated by the consolidation provisions 
of our Transportation Act. Consolidation 
without competition should tend to pro- 
mote greater economies than where com- 
petition is retained—the abandonment of 
competing and parallel facilities being made 
possible, as well as the savings from stand- 
ardization, mass methods in repair work, 
and like gains which can be secured under 
any form of consolidation. Presumably, 
therefore, consolidation in Great Britain 
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ought to have brought economies as great 
as anything we can expect in the United 
States, and possibly greater. What has 
actually occurred? Opinions differ widely, 
but it seems evident that the savings have 
been far from startling. Indeed it could 
probably be demonstrated without much 
difficulty that the American railways, with- 
out consolidation, have shown a greater 
ratio of improved efficiency since the war 
than the British railways under amalgama- 
tion. The economies to be expected from 
consolidation per se, therefore, seem to be 
relatively less than those obtainable through 
a constant effort to develop better operat- 
ing methods and a willingness to spend 
money to secure the advantages of modern 
equipment.” 


n the other side of the question is 

Commissioner H. H. Corey, of 

the Oregon Public Service Commission, 

who votes in favor of the Railroad con- 

solidation plan. In an article in The 

United States Daily Commissioner 
Corey says: 


“The consolidation of the railway prop- 
erties as planned and recently outlined by 
the Interstate Commerce Commission im- 
presses me with the great possibilities in 
the way of public benefits that the pro- 
posed groupings will afford. 

“The conclusion seems to me inescapable 
that strong unified systems, with their vast 
distributing areas and opportunities for 
efficient and economical operation, are capa- 
ble of becoming a far greater factor in 
the industrial and agricultural development 
of the country than the many railroad lines 
operating individually and as unreasonable 
competitors. 

“IT see nothing in the general plan as out- 
lined (there may, howevér, be minor 
changes in the grouping shown to be de- 
sirable and beneficial in the public interest) 
to cause me to regard the proposal in any 
other light, nothing to create any concern 
over the limiting of the opportunities of 
competing railways, for reasonable com- 
petition will still remain. On the other 
hand I find much in favor of the consoli- 
dation and grouping of the railroads. 


“The Oregon Public Service Commission 
repeatedly has brought to its attention new 
evidences of the need of the Pacific north- 
west for the most efficient and economical 
transportation that can possibly be pro- 
vided and for more railroad development. 

“Distances are our greatest a 
and transportation systems operated wit 
the greatest degree of efficiency possible 
are our only means of overcoming this 
handicap. 

“This region is largely developed upon 
certain basic industries that, from time to 
time, find competitors in distant markets 
more than they can cope with. Confronted 
with suspension of their mills, lines, or 
factories, and with unemployment facing 
their workers, they turn to rate-making 
bodies for relief in special tariffs. 

“These industries will be in far better 
position to obtain such special considera- 
tion with the railroads earning more nearly 
a fair return on their valuation than when 
the railway can demonstrate that the grant- 
ing of relief would be equivalent to con- 
fiscation of part of the dividends to which 
the owners are entitled. 

“I see nothing to convince me that the 
proposed grouping would in any way 
lessen the opportunity of rival roads to 
serve their community or to participate in 
their share of competitive business. 

“Equality of opportunity means equal 
opportunity to serve the public fully as 
much as it means equal opportunity to 
earn satisfactory dividends, and if the sev- 
eral railroads outlined can serve their 
territory better than they can singly the 
public is entitled to this advantage. 

“I believe that the grouping of railroad 
lines will make the Pacific northwest a 
more attractive location for industries, 
that augmented pay rolls will afford a 
larger market for our agricultural prod- 
ucts, would stimulate agriculture, and that 
the producers, shippers, industries, and con- 
sumers will all benefit more or less directly 
from the grouping of the railroads as pro- 
posed by the Interstate Commerce Com- 
mission.” 


A Ratrroap View oF ConsoLipaTION. By J. 


G. Lyne. The Nation. Vol. 130, No. 3368, 
p. 94. 





The Justification of the Prices Paid by Holding 
Companies for Operating Companies 


ponents as largely a financial scheme 
for the exploitation of ratepayers. Its 
main purpose has been said to be the 
pyramiding of securities for the benefit 


ucH has been said recently of the 
dangers of holding company 
operation. This type of organization 
has been pictured by public utility op- 
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of the few who are sitting on the top 
of the pyramid. The holding com- 
pany’s side of the story was related re- 
cently by Floyd L. Carlisle, Chairman 
of the Board of the Niagara Hudson 
Power Corporation in his testimony be- 
fore the Commission on Revision of 
the Public Service Law of New York 
State. 

Mr. Carlisle maintained that the pub- 
lic utility industry in the last five years 
has rendered the greatest service to the 
public of any industry in a given period 
of time and that this could not have 
been done except through the office of 
the holding company. He gave two 


specific illustrations of holding com- 
pany operation and the resulting bene- 
fits. Mr. Carlisle said: 


(a4 pamny one of the most difficult 
problems in this country in the last 

three or four years has been the grouping 
of companies into holding companies. The 
point that I want to illustrate here is a 
case that I think illustrates in an extraordi- 
nary way the results following the purchase 
of a company at a very high price and at 
the same time doing the consumer in the 
section a great benefit. I suppose that one 
of the greatest crimes charged against the 
public utility holding companies has been 
that they have paid too high prices for the 
companies that they have purchased. 
But I wish to state the facts in reference 
to a rather unique case, two of them, with- 
in the territor 

“In 1926, the Northeastern Power Sys- 
tem, after ‘months of negotiation with the 
owners of the Peoples Gas & Electric Com- 
pany of Oswego, New York, bought the 
stock and paid cash for it. The book value 
of the stock was $55 a share, which repre- 
sented $1,024,210. I made the deal myself. 
I hated to pay the price I had to pay, but 
that was the only price we could get it 
at, and we paid $125 per share, or $2,327,- 
750 in cash. We paid _ per share for 
stock having a book value of 

“The city of Oswego had literally stood 
still, if it had not moved backward, for 
probably twenty years. The primary mo- 
tive in this purchase was that I personally 
thought that the city of Oswego could use 
its lake and water possibilities. There were 
certain manufacturers who wanted to lo- 
cate there, by reason of the meeting place; 
Oswego was a very normal, natural meet- 
ing place for raw materials coming by boat, 
and for the markets of the East. 

“The year we bought the company the 
output in kilowatt hours in Oswego was 
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7,081,000. The rate for the top rate was 
1134 cents per kilowatt hour for the house- 
holder. In that was included a service 
charge, but that was the net effect of the 
first 30 kilowatt hours. In 1926, the kilo- 
watt hour consumption went up to 9,700,- 
000, and in 1928, up to 32,000,000, and for 
the first ten months of this year, it has 
gone to 38,630,000 kilowatt hours. 

“Two large hydroelectric plants were 
developed in the city, one of them on prop- 
erty owned by the city, and I feel a little 
personal pride in that. Soon after we took 
over the company we reduced the top rate 
to 9 cents and on January 1, 1929, we re- 
duced the top rate to 8 cents per kilowatt 
hour, which constituted a 30 per cent re- 
duction to the household consumers in the 
city of Oswego. 

“Four large manufacturing plants were 
built on the lake front. About $2,000,000 
of additional annual payrolls arose in the 
city of Oswego from these new industries. 
The value of real estate practically doubled, 
and started to move where it had been 
dormant for years. 


corpae city of Oswego owned the right 
to use the water on half of the 
dam built by the state of New York for 
barge canal purposes. I guess for fifteen 
years there had been an association in Os- 
wego known as the Municipal Ownership 
Association. Every election was on the is- 
sue that the city was going to develop its 
water power. suppose that 80 per cent 
of the people of Oswego believed that that 
was the — they ought ultimately to do. 
I remember I wrote a letter to the mayor 
of Oswego stating that I wished to come 
and discuss in an open meeting the situa- 
tion regarding the city-owned water-power. 
He granted it. To make a long story short, 
we had two great public meetings at which 
the proponents and the opposition to the 
offer that was made to develop the city 
power were heard. A referendum of the 
taxpayers was taken on it, and there was 
a seven to one vote in favor of the plan 
submitted for the company making the de- 
velopment of the city power. 

“I can not conceive of anybody in the 
city of Oswego having objected. I know 
none have objected, but have blessed us 
for the purchase of the stock of the Peo- 
ples Gas & Electric Company, and there 
has come through in concrete form, what I 
believe we can do with cities and villages 
within our territory if we pursue the meth- 
ods with the ideas and ideals that we have 
got, namely, to put to use the natural re- 
sources that lie within our territory. 

“The power that was made available in 
Oswego was within the city of Oswego. 
There were old hydraulic canals which we 
made hydroelectric. The city property was 
put to work, which had been running to 
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waste for twenty years. Prior to the time 
of this purchase I do not believe a year 
had elapsed but the city of Oswego had a 
rate case with the Peoples Gas & Electric 
Company, and the Peoples Gas & Electric 
Company won their rate cases, sustained 
their high rates. 

“I am using this as an illustration of 
what I call theoretical rate making and 
practical business effect of developing the 
natural resources in the territory when you 
have a particular water-power, and putting 
it to work, and the effect of that on the 
consumer.” 


i on city of Rome had a somewhat 
similar experience. Said Mr. Car- 
lisle : 


“Now, the city of Rome was somewhat 
similar, except that the discrepancies in 
price were not there. In the city of Rome 
prior to 1923, the company was owned out- 
side of Rome entirely. It produced no 
energy itself. There were two large cop- 
per fabricating companies in Rome. The 
Rome company had been importuned year 
after year to put in cheap generation, or 
get them in some position to give them 
cheap power and finally the Rome manu- 
facturers came to me and asked if in some 
form, in some way, the company could not 
be gotten in as part of our system. They 
were either going to leave Rome or were 
going to build their own steam plants for 
use in their manufactures. 

“Well, the result was, we bought the 
Rome Company. The year that we bought 
it 30,000,000 kilowatt hours were. sold; in 
1929, 60,000,000 will be used. The output 
of the two large Rome companies has been 
doubled, as well as labor and payrolls. I 
use those as two concrete examples of 
what has been accomplished, not what 
might be accomplished, but historical facts. 
The household rate in Rome was reduced 
1l per cent. The rate to the manufac- 
turers in Rome was reduced in effect 25 
per cent, and that was water-power brought 
from the north, which was cheaper than 
steam.” 


I‘ answer to the contention that the 
holding companies have paid high 
prices for the stocks of operating com- 


panies, Mr. Carlisle replies that this was 
the only way they could have been se- 
cured. He said: 


“My contention is that the public utility 
industry in the last five years in this coun- 
try, has rendered truthfully the greatest 
service that any industry in a given period 
of time ever rendered, in that hundreds 
and hundreds of million dollars of capital 
flowed in to these companies. They were 
expanded. Their facilities for generation 
of power and distribution of power were 
increased. And that could never have hap- 
pened except under the holding companies. 
The holding company may be subjected to 
various types of criticism, but it did the 
job, and it did the job in a tremendous 
way. And the job, in my judgment, could 
not have been done, probably in any other 
way. That at least was the evolution of 
things, and business has a way of evolving 
the best method. 

“In the year 1930, the public utility com- 
panies in the United States have budgets 
of approximately $800,000,000 of capital 
additions. Eight hundred million is a 
very large sum of money, even in the Unit- 
ed States. As the years go on, I believe 
that will be an ascending scale. Now, any- 
thing that prevents the free flow of capital 
into this business is to its detriment. The 
holding company has been a machine 
evolved. The holding companies have paid 
high prices for operating company stocks. 
They never could have acquired them un- 
less they had paid the prices, if they were 
—_ prices, that the seller was willing to 
take.” 


Most of the criticism of holding com- 
panies has been based upon the fear 
that they will be used as a means of 
raising rate levels. As far as holding 
company operations up to date are con- 
cerned, however, it ought to be easy to 
determine whether or not the increases 
have followed holding company owner- 
ship. 

TESTIMONY OF FLoyp L. CARLISLE BEFORE THE 

CoMMISSION ON REVISION OF THE PuBLIc 


Service Law or New York State. Decem- 
ber, 1929. 





The International Significance of Unification 
Plans for Communication Systems 


N view of Owen D. Young’s testi- 
mony before the United States Sen- 
ate Committee on Interstate Commerce, 


on December 9, 1929, the recent book 
on “The International Aspects of Elec- 
trical Communications in the Pacific 
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Area” by Leslie Bennett Tribolet, 
Ph.D., is of more than passing interest. 
It will be remembered that Mr. Young, 
among other things, said’: 


“As a matter of fact, getting regulation 
of rates and service by competition in the 
public service field has not been satisfac- 
tory in this country or elsewhere, and it 
has largely disappeared. Our own tele- 

aph services are about the only ones left 
in the world which continue that expensive 
and archaic method. When we think that 
in order to establish two competitive tele- 
graph systems we must duplicate poles and 
wires overland and cables undersea, we 
must duplicate offices, equipment, and per- 
sonnel from messenger boys to president, 
it is obvious that both the capital cost and 
the labor cost is vastly more than it would 
be were such duplication avoided. Even 
granted that competition develops more 
effective management—and I think there is 
something to be said for that view—it is 
hopeless, under such circumstances, to ex- 
pect the savings of management to be 
enough to off-set such tremendous waste 
as results from duplication. If, now, we 
are to add the duplicate services not only 
of one radio concern, but two or more, to 
the wire services which exist in telegraphy, 
and we establish four sets of offices and 
personnel, the competition will inevitably 
become ruinous, wages will be inadequate, 
capital will be lost, and ultimately services 
will be demoralized, all to the disadvan- 
tage of the people who really want the best 
communications at the lowest cost. Under 
the competitive system our bill for com- 
munications, viewed from the standpoint of 
society, is bound to be disastrously large. 
Therefore,, Mr. Chairman, both on the 
ground of quality of service, on the ground 
of research and development for service, 
and on the ground of ultimate cost to the 
community of service, I am forced to the 
conclusion that a single company, under 
adequate government regulation, can do our 
record communication service better and 
more cheaply than under the competitive 
system.” 


M* Young stressed the importance 
of unification in the field of in- 


ternational telegraph services as fol- 
lows: 


“Whether or not what I have said is true 
regarding unification of the domestic tele- 
graph services of the country, I am sure 
it is true in the field of international tele- 
graph services. There, from the stand- 
point of national interest, a monopoly, 
either regulated by the government or 
owned by the government, is a necessity, 
and a necessity now. If you have any hesi- 
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tation about unifying our external com- 
munications in the hands of a private com- 
pany under government control, then I beg 
of you, in the national interest, to unify 
them under government ownership in order 
that America may not be left, in the ex- 
ternal communication field, subject to the 
dictation and control of foreign companies 
or governments. At the time of the Treaty 
of Versailles, I have been told, the three 
things which all governments regarded as 
important for national protection and pres- 
tige were the control of (1) international 
transportation, (2) international communi- 
cation, and (3) petroleum. In international 
transportation I am told that America is 
not on a parity in merchant shipping with 
other countries, but I congratulate the Con- 
gress on the policy which it has adopted 
of encouraging American shipping. In the 
matter of petroleum, nature has given us 
a vast supply, but I confess to a feeling, 
without knowing much about the subject, 
that we are careless and wasteful of this 
great resource, and unless we take it sensi- 
bly in hand our sons will suffer for our 
prodigality. We need not deny ourselves 
the full use of the resource—we only need 
to prevent waste from a national point of 
view. In the field of international com- 
munications Great Britain had developed, 
prior to the war, as the binding cords of 
her great Dominions, a cable system which 
was and is predominant. It was with this 
in mind that President Wilson asked for 
the conservation of our American rights 
and resources in the radio field, and made 
an appeal to Americans having such rights 
not to part with them, but to use them in 
establishing an international communication 
system for the United States. It was in 
response to that appeal that the Radio Cor- 
poration of America was organized, and I 
assumed the responsibility, perhaps more 
than any other individual, of mobilizing 
our national radio resources in order that 
we might become an important factor in 
international communications. It .is with 
great pride that I am able to say that the 
Radio Corporation of America has been 
able to take a foremost place in radio com- 
munication throughout the world. The 
question before us is whether we can hold 
that place. Whether we look east or west 
we find cables and radio united in all the 
great nations of the world as a protection 
to their national interest. In the field of 
international communications Great Britain 
has not only permitted but compelled such 
unification. France has done the same. 
Germany is in the process of doing it. 
Italy has unified control. Japan has both 
services unified under government control. 
How can our competitive companies in 
America, three of them or more, meet, 
from the standpoint of national interest, 
these consolidated units in other countries? 
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Any one of our three companies may be 
obliged, to save itself from ruin in the 
international field, to accept such terms as 
the unified interests may dictate to us. 
This may affect not only rates of service, 
but character of service. It may indeed 
affect quality of service. I beg of you not 
to put the communication services of the 
United States, which are essential to the 
development and extension of our business 
in times of peace and always essential to 
the national defense, in a position where 
others may dictate to us here and we are 
powerless to protect ourselves.” 


LL of this, Mr. Young declared, 
was recommended with the pro- 
viso of adequate regulation. He said: 


“You will note, Mr. Chairman, that what- 
ever I have spoken about unifying com- 
munication services, either in the domestic 
or in the international field, I have always 
attached to it the proviso that adequate 
regulation and control shall be put into the 
government of such services and the rates 
to be charged therefor. I have no doubt 
but what effective regulation can be estab- 
lished, fair alike to the people rendering 
the services and to the people served. In 
fact, I may say that we must learn how to 
regulate adequately our public service in 
private hands, or there will be no alterna- 
tive but the government ownership of such 
services.” 


I‘ Dr. Tribolet’s book the problem of 
international communication is set 
forth in the first chapter. At present, 
he says, physical force is still potent in 
international relations, as duels were in 
individual relations a century ago; but 
that more and more nations are discov- 
ering that propaganda rules the world. 
If this is so, the importance of control 
of electrical communication is apparent. 
He says: 


“Fate has made our British cousins, who 
are the most far-sighted, hard-headed and 
skilful traders the world has ever seen, our 
chief competitors in this particular matter 
of electrical communications. From the 
very beginning, the British have realized 
the strategic value of efficient communica- 
tions in military and naval operations and 
the vital importance of quick, undelayed 
communication during the critical times 
immediately preceding and following the 
outbreak of hostilities. Lately, the British 
have discovered the use of radio in build- 
ing up home morale and breaking down 
that of the enemy. In international con- 
ferences the British are always abundantly 
supplied with secret, quick communication 


channels with their own government and 
special facilities for presenting their side 
of the news to the world press. Profiting 
perhaps by the experience of the Versailles 
Conference where facilities did not exist 
to give full reports of the sessions to the 
world, the British have ended the destruc- 
tive competition of the strongly intrenched 
cable interests in their own country and 
added radio facilities to this extensive cable 
system.” 


Again Dr. Tribolet declares : 


“The far-sightedness and ingenuity of the 
British have been displayed not only in the 
political field, but also in commerce and 
international trade. Railroads, shipping, and 
banks may be the pillars supporting the 
leading position of England in international 
trade, but communication is the cap-stone. 
Communications inform the captain of a 
ship when and what to load and unload, 
and when to sail, often to the disaster of 
other captains not so weil posted. That 
commercial competitors are at a disadvan- 
tage when their orders, bids, and trade 
secrets have to pass through the hands of 
the communication companies of other na- 
tionals is strongly brought out in a writ- 
ten memorandum filed by Elihu Root, Jr., 
son of the former Secretary of State, in 
the State Department for the use of the 
American members of the Preliminary 
Communication Conference held in Wash- 
ington in 1920, which states, ‘It is a mat- 
ter of common knowledge that the highly 
efficient cable system of Great Britain is 
so closely co-ordinated with the diplomatic 
and commercial interests of that country 
that no message which might be of value 
either to the British foreign office or to 
the British Board of Trade is assured of 
secrecy if at any point in its journey it 
passed over a British line.’ In all phases 
of their activities the British cable and 
radio interests are backed by their own 
government. Private communication com- 
panies are often urged to secure monopo- 
listic and other special privileges in foreign 
countries where privileges would not be 
granted to foreign governments.” 


HE author points out that the 
United States has followed the 
policy of granting monopolies and in 
controlling the issuance of cable licenses 
in such a way as to break up monopo- 
lies. It has also been the policy of the 
United States to leave the field of in- 
ternational communications to private 
enterprise. 
The author thinks that in the fu- 
ture the Pacific is likely to occupy the 
center of the stage in “that interplay 


305 





PUBLIC UTILITIES FORTNIGHTLY 


which makes up the drama of history.” 

The struggle of American Communi- 
cation interests to get into China by the 
way of the Pacific in the face of for- 
eign monopoly control of communica- 
tions is fully set forth. In his summary 
of this situation the author, among 
other things, says: 


“In the feverish years of activity at the 
end of the nineteenth century, the cable 
companies in China secured secret monop- 
oly agreements which were, it has been 
said on good authority, aimed against the 
United States and designed to prevent the 
laying of a trans-Pacific cable except upon 
such terms as the companies might de- 
mand. Not only these British companies 
but the British government was apprehen- 
sive as to the part the United States was 
likely to play in the Far East in the fu- 
ture. The absence of a direct trans-Pacific 
cable, operated by American interests, 
would tend to minimize American influences 
in that sector of the world. 

“Only a few months before the outbreak 
of the Spanish-American war, a British 
company (the Eastern Extension) secured 
at Madrid a monopolistic cable concession 
covering the Philippines. Naturally after 
our acquisition of the Philippines there was 
an active movement in the United States 
for an American cable across the Pacific. 
The British cable companies desired to pre- 
vent such a cable and designed a scheme 
which fulfilled their purpose. When later 
a trans-Pacific cable was laid by the sup- 


posedly American ‘Commercial Pacific 
Cable Company,’ British and British con- 
trolled companies held 75 per cent of the 
stock of the company, a fact that was not 
known until 1921. 

“Keeping the above political factors in 
mind, we can better understand why the 
Pacific was not bridged by cable until after 
the beginning of the present century. This 
was due not so much to technical as to 
political factors. However, when a trans- 
Pacific cable was first seriously considered 
way back in 1870, the technical difficulties 
appeared insuperable. Therefore, a route 
connecting California with Asia by way of 
Alaska was considered. When trans- 
oceanic cables were proved to be feasible, 
the expensive and undesirable project for a 
land line by way of the weary wastes of 
Alaska was abandoned.” 


It is apparent from a consideration 
of the facts stated in this book that 
other governments regard control of in- 
ternational communications as of vital 
importance. The government of the 
United States, if it would safeguard 
the interests of the country, must deal 
with the question in a forward looking 
manner, with a full appreciation of its 
significance. 


INTERNATIONAL ASPECTS OF ELECTRICAL Com- 
MUNICATIONS IN THE PaciFic Area. By 
Leslie Bennett Tribolet, Ph.D. Baltimore: 
The Johns Hopkins Press. 282 pages. 
1929. $2.50. 





What Hand-to-Mouth Buying Has Done to Our 
Transportation Facilities 


n the past half dozen years this coun- 
I try has, in the opinion of Samuel 
Crowther,! quietly gone through an 
economic revolution which we may 
some day discover to have been the 
most far-reaching of all revolutions. 

When prices began to fall after the 
war, merchants found their shelves 
piled with goods. They had been 
caught napping. Then came the price 
slashes to clear the shelves. When this 
operation was completed the merchants 
began to buy in small quantities so as 
not to be again overloaded with stock. 
Merchants referred to this practice con- 


1“Why Are We Prosperous?” World’s 
Work. December, 1929. 


temptuously as “hand-to-mouth buy- 
ing.” Mr. Crowther thinks hand-to- 
mouth buying is the working out of the 
principle of rapid turnover which the 
best retail men had been urging for 
years. 

“We had been buying and selling,” 
says he, “as though our stores were on 
islands that ships visited only twice a 
year. We now discovered the impor- 
tance of the telephone, of the fast rail- 
way service, of the motor truck. The 
system took the speculation out of 
merchandising and relieved the market 
of the ever present possibility of sacri- 
ficed stock.” 

The results of an elaborate study of 
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hand-to-mouth buying are set forth in 
a recent book by Leverett S. Lyon. 
This is one of the many valuable books 
of the Brookings Institution. The ma- 
jor portion of the book deals with the 
“effects and concomitants of hand-to- 
mouth buying.” The final division of 
the book is devoted to the permanency 
of hand-to-mouth buying. The author 
states : 


“The problem of hand-to-mouth buying 
is in certain senses a war baby. It was 
neither a planned for nor an anticipated 
offspring. Rather it was a foundling which 
American business found upon its door- 
step, when the confusion of war and im- 
mediate post-war activity had passed.” 


An extensive study has been made of 
the extent and effect of hand-to-mouth 
buying in several important industries 
and from this survey the conclusion is 
reached that the practice has affected 
stability of production differently in 
different cases. Certain conclusions 
with respect to this method of buying 
are thus stated : 


“If the correlation between a declining 
price and hesitant buying found in the in- 
dustries studied holds true in general, hand- 
to-mouth buying must have been the com- 
mon rather than the uncommon practice 
in American business for many years fol- 
lowing the Civil War. 2s 

“Although hand-to-mouth buying has 
been greatly influenced by the ‘general con- 
ditions’ of business, it is not controlled by 
that alone. ‘ 

“In its frequent recurrences hand-to- 
mouth buying has been the same, yet a dif- 
ferent thing. i 

“Hand-to-mouth buying in the present 
era is more severe than in earlier periods. 


_ “Finally, a review of past buying prac- 
tices brings the conclusion that the state of 
the mechanical equipment of production 
and of trade furnishes the minimum be- 
yond which buyers cannot carry their al- 
most always existing proclivities toward 
conservatism. The degree of hand-to- 
mouth buying which can exist in this or 
another era (if this does not continue) 
depends, finally, more upon advances in 
production methods and in communication 
and transportation than upon any other 
factors. No matter how strong our desire 
for shortening the period between possess- 
ing ourselves of raw material and placing 
the product in the hands of the consumer, 
the physical task of production cannot be 


avoided. The celerity of the production 
process lies not in wishing but in men and 
machines.” 


S io~ reader will agree with the 
author as to the importance of 
transportation facilities in the matter of 
hand-to-mouth buying. Mr. Lyon says: 


“Nothing is more important for the 
permanency of hand-to-mouth buying than 
transportation improvements. mee 

“Since 1923 the railroads have been 
steadily increasing the speed and dependa- 
bility of freight movement. So long as 
this improvement continues there will be a 
strong force working against advance or- 
dering and large shipments of merchandise. 


“The gains in transportation efficiency 
achieved during the past six or seven years, 
and those still anticipated, will be of the 
greatest significance in continuing and ex- 
tending the closer correlation between buy- 
er and seller—the closer integration of our 
specialized productive units—which is of 
the essence of hand-to-mouth buying. If 
such improvements can keep in advance of 
the growth of production and be main- 
tained through periods of exceptional busi- 
ness expansion and decline, it should, more 
than any other single factor, tend to bring 
a smoother flow to the movement of goods; 
to reduce the stocks requirements of mer- 
chants and manufacturers; to release for 
other purposes capital invested in supplies 
and inventories; to make American indus- 
try less speculative and more nearly a mat- 
ter of planning and control. 

“Leaving to one side the changes in atti- 
tude which accompany changes in price or 
style trends, the tendencies toward hand-to- 
mouth buying which are based on improve- 
ments in the mechanics of trade indicate 
an extension of the principle of the mov- 
ing platform from individual plants to the 
vast workshop which we call industry as 
a whole.” 


“Hand-to-mouth buying,” as the au- 
thor points out, is one of the picturesque 
phrases Americans are so apt in coin- 
ing, such as “taxation without represen- 
tation,” “protection of infant indus- 
tries,” “the American system,” “the full 
dinner pail,” “make the world safe for 
democracy,” “trust busting,” “unfair 
competition,” “business as _ usual,” 
“mass production,” and “‘simplifica- 
tion.” 


Hanp-to-MoutH Buyinc. By Leverett S. 
Lyon. The Brookings Institution. Wash- 
ington, D. C. 1929. $4.00. 
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Problems that Face the Utilities Which 


Have Monopolistic Privileges 


N his testimony on January 14th in 

the Federal Trade Commission in- 
quiry, Preston S. Arkwright, Chairman 
of the Public Relation Commission of 
the National Electric Light Association, 
pointed out some of the handicaps that 
have confronted the electric industry 
in the maintenance of good public re- 
lations. Mr. Arkwright said: 


“When you want an electric light you 
want it at that moment. If it is not avail- 
able you are dissatisfied. The service must 
be constant, immediate, and uninterrupted. 

“Further, when a light or power com- 
pany operates, the owner cannot be in the 
same room with the clerk. Hence, there 
are rules. A dissatisfied customer com- 
plains. He has to be treated as all others 
are treated. If a man of good credit has 
his service cut off for nonpayment of a 
bill he gets sore. It is thus easily seen 
that the business is different from any 
other. Yet, it has to be. And when that 
customer gets a chance to pay us back, 
either through the newspapers, on a jury, 
or in legislative halls, he generally pays 
us back in full measure. 

“Next, the size of a utility usually be- 
gets suspicion. It may be, and usually is, 
owned outside of the local community to 
some extent. It becomes fair prey because 
it appears monopolistic. It is the victim 
of higher, or unequal taxes. And when you 
couple all of these conditions with the fact 
that no customer can be dealt with as a 
separate individual transaction, ill feeling 
constantly arises and is made no better by 
the fact that our customers have to deal 
with us; they can’t seek out another store. 
The resentment grows, and as it grows, the 
individual seeks the chance to get even.” 


Mr. Arkwright said that these condi- 
tions made it necessary for utilities to 
maintain constant vigil or see their life 
blood drained away. Their only meth- 
od, he said, was publicity. This was 
necessary for their preservation. 


¥ might be added that many of the 
rules which have been established 
by the electric companies have been put 
into effect on orders of State Commis- 
sions. These rules are framed to secure 
fair treatment to the public and to elim- 
inate discrimination. Breaking these 
rules for the benefit of individual cus- 
tomers would open the door to all sorts 
of discrimination which the Public 
Service laws seek to prevent. It is a 
very interesting fact that many of the 
rules and many rate schedules and prac- 
tices which have been adopted or which 
it is sought to have adopted for the 
benefit of consumers are severely criti- 
cised by consumers—and by the very 
consumers who would be benefited by 
them. This, of course, is owing to the 
fact that the consumers do not under- 
stand what it is all about. The only 
remedy, as Mr. Arkwright says, is pub- 
licity. This is the only way that con- 
sumers will come to know the direction 
in which their own interests lie. Igno- 
rance, in the opinion of Mr. Arkwright, 
is the mother of much of the criticism 
leveled at the utilities. 





The Economic Soundness of Laws 
Regarding “Service Charges” 


MONG the recommendations in the 

program for the revision of the 
Public Service Commission Law, of- 
fered by the Consumers’ League of 
New York, is one relating to the clari- 
fication and enforcement of the statute 
prohibiting the service charge. Con- 
cerning this the League says: 


“Article 4, Section 65, Sub-division 6 of 


the Public Service Commission Law pro- 
hibits a service charge as a part of gas 
rates. We believe that the intention of the 
legislature was clear as to the purpose and 
effect of this provision. The meaning of 
‘service charge’ is thoroughly understood 
by all who are conversant with public 
utility rates. Notwithstanding this clear 
prohibition, the Public Service Commission 
nevertheless has countenanced the establish- 
ment of an indirect service charge in the 
form of so-called ‘initial charge’ rates in 
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at least 37 instances. In the recent decision 
in the Brooklyn Borough Gas Company 
Case, the Commission has declared that the 
initial charge of $1 per month per customer 
for the first 200 cubic feet of gas or less 
per meter per month, does not violate the 
statute. 

“We are firmly convinced by our inves- 
tigations and experience that the service 
charge is inequitable to the small consum- 
ers. The legislative prohibition is entirely 
proper and should be unmistakably con- 
tinued. While we insist the statute has 
been clear (and has been made to appear 
ambiguous or dubious in meaning by the 
Commission itself), we believe the language 
should so be clarified as to express its pur- 
pose in unmistakable terms: That the serv- 

- ice charge shall be illegal in any form 
whatever, particularly the form of an. ini- 
tial charge rate wherein a small quantity 
of gas is allowed in the amount of what 
otherwise is manifestly a service charge. 

“As a result of our experience in sev- 
eral rate cases, the defects mentioned in 
No. 12 and No. 13 stand out as having 
created most difficulty for gas customers, 
as having been responsible for higher rates, 
and for causing general dissatisfaction with 
the actual administration of the statute.” 


 fermeneegs else may be said of a 
charge in the nature of a service 
charge, it cannot be said to be inequita- 
ble. No man has a fair, moral right to 
be served at less than cost. Whether 
or not it is a good policy to serve him 
at less than cost is another matter. No 
one has a natural right to utility serv- 
ice. The legal right to utility service 


is to service at reasonable rates. A 
reasonable rate is conceded to be a com- 
pensatory rate. Special groups of con- 
sumers are sometimes given the legal 
right to service at less than reasonable 
rates; but that is a privilege and is 
granted as a matter of public or busi- 
ness policy. . 

The charges to different groups of 
utility customers for utility service is a 
double entry bookkeeping proposition. 
There is a debit as well as a credit side 
to the ledger. If one group of consum- 
ers is credited with something it is not 
entitled to—service at less than cost— 
another group must be debited with the 
cost of that service. It is a question of 
discrimination between different classes 
of customers. The equities in the trans- 
action are not in favor of the customer 
who is served at a loss but in favor of 
the customer who has to make that loss 
good. 

The New York statute prohibiting 
service charges is economically unsound 
as well as unfair, its critics affirm. 
The reason given is that the customers 
who receive the benefit of it should pay 
for what they get. 

—J. T.C. 


A ProcrRaAM FoR REVISION OF THE PvuBLIC 
Service CoMMIssIon Law or New York 
Strate, By The Utility Consumers’ League 
of New York. 1929. 
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As Seen from the Side-lines 





HAT is that familiar figure in the 
wings, ready to stalk upon the 
stage again? It can’t be; yes, it is. 
Our eyes do not deceive us. It is none 
other than Muscle Shoals. 
* * 

Bruisep, bent, and battered by ten 
years in the forensic arena, it comes 
again to take the place of the tariff in 
the House of Jaw. To the Senate, it 
is an old friend, if badly pummeled and 
ill-used. They have prated and orated 
‘together, filibustered through sleepless 
nights, and suffered the scorching heat 
of a Washington summer, locked in an 
inseparable embrace. They have been 
married, divorced, and reunited. In 
comparison, the companionship of Da- 
mon and Pythias was as but a chance 
acquaintanceship. 

. * 

Tue latest report of the Senate Com- 
mittee on Agriculture and Forestry on 
the Muscle Shoals legislation is a frank- 
ly human document, confessing the 
decade-old tribulations of the Senate 
with the Sleeping Giant of the South. 
For example :— 

* * 

“AFTER more than ten years of in- 
vestigation, discussion, and considera- 
tion, it is still with us. Up and down 
the ragged road of legislative consider- 
ation, we have traveled together through 
many wearying and discouraging epochs 
of parliamentary mysteries and doubts. 
Senators have been born into and have 
died of its various controversies, and, 
like Jarndyce v. Jarndyce, it is still 


with us.” 
* 


7 

Asout $150,000,000 was spent by the 
government on Muscle Shoals. It was 
built in war’s emergency to produce 
fixed nitrogen for the manufacture of 
munitions when it seemed possible that 
U-boat raiders from across the briny 
might cut off the only available source 


in Chile. It was built as a great instru- 
ment of winning the war. Unlike so 
many of Uncle Sam’s hasty and im- 
provident ventures, it yielded dividends. 
It produced nitrates. 

* * 

Wi1ru the war over, national patriot- 
ism said: “We have shown we could 
do it. Let’s keep this Muscle Shoals 
agoing. We may need nitrates again. 
All is peace now, but one never can 
tell. It is our ace in the whole. More- 
over, we can use it in peace times for 
cheap fertilizer for the farmers, and 
the surplus electrical power can be used 
to light homes and turn the wheels of 
industry.” 

* * 

To that thesis, there was no dispute. 
Then the question arose, shall the gov- 
ernment operate it, or shall private 
industry operate it? That question, 
secondary at first, has been the inter- 
minable, unsolvable one. It has been 
the cause of the deathless embrace be- 
tween Muscle Shoals and Congress. It 
has been the ragged road, the Jarndyce 


v. Jarndyce. 
ok 


Henry Ford once came near to get- 
ting Muscle Shoals. American Cyana- 
mid and the Alabama Power Company 
were at another time all set to receive 
it. But Senator Norris held on to it 
like grim death. Muscle Shoals bills 
passed the House. Muscle Shoals bills 
passed the Senate. One of them actu- 
ally came out of a conference commit- 
tee and seemed on the verge of complete 
maternity, but a Congress session up 
and died on it when the internes were 
arriving with the obstetrical instru- 
ments. One Muscle Shoals bill really 
made its way through Congress, but the 
contrary Mr. Coolidge let it smother 
to death in a pocket veto, That one 
provided for government operation, a 
pill he was not content to swallow. 
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Even though he had but recently said 
that Muscle Shoals represented the cost 
of one first-class battleship ‘but had 
stirred up more trouble and delay than 
a third-class war. 


* 

It is the same government ownership 
bill again which the Senate Committee 
on Agriculture and Forestry has re- 
ported favorably to the Senate. It 
provides, as formerly, for continued 
government operation of the vast prop- 
erty. The manufacture of nitrates for 
fertilizer use and the sale of the sur- 
plus power, preferably to municipal or- 
ganizations, are again contained in it. 
Underlying is the use of the Shoals for 
munitions when need be. Some folks 
seem to place more confidence in the 
Shoals than in the Kellogg pact, League 
of Nations, and London Conference, all 


put together. 
* 


I am informed that the Senate Com- 
mittee gave consideration only to Sena- 
tor Norris’ bill. Offers from the 
American Cyanamid and the power 
groups received scant, if any, attention. 
Mr. Norris knew more about the bill 
than anyone else on the Committee. 
He had his say and his sway. It was 
he who wrote the report commending 
the bill to the Senate for adoption. 
Thus far, the House Committee has not 


acted. 
~*~ OK 


Tue Senate has officially agreed to 
take up the Shoals matter, once the 
tariff matter is off the docket. Whether 
some supplementary offers for the 
Shoals will have been received from 
private bidders ere that time is a mat- 
ter of conjecture. Mr. Norris has had 
away with him, in the past. It would 
seem that in view of his presence in the 
Senate, the prospective bidders for the 
property would prefer to try their luck 
with the House. 


THE fate of the Muscle Shoals legis- 
lation is, as ever, in doubt. That the 
present bill once worked its way 
through the Senate did not represent 
the attitude of the Senate on it so much 
as it did the unflagging determination 
of the Nebraska Senator. He tired out 
the opposition; in fact, he tired out 
everyone but himself. The passage of 
the bill was a testimonial to the fact 
that the stick-to-itiveness of one man 
can win results in “the highest delibera- 
tive body in the world.” 

* XK 


THE complexion of the Senate has 
changed somewhat since Mr. Norris 
won his last battle. Many of the tired 
Old Guard who said “Aye” for the bill 
with their tongues in their cheeks have 
wandered elsewhere and their places 
have been taken by a new element who 
have never had occasion to manifest 
their attitude on Muscle Shoals. The 
new ones constitute, for the most part, 
an element which would be more loyal 
to Mr. Hoover’s attitude in the matter 
than their predecessors were to Mr. 
Coolidge’s. 

* xk 

It would seem, therefore, that Mr. 
Hoover’s desires will play a large part 
in determining the attitude in the Sen- 
ate. Possibly he would want a com- 
mission on it. That’s a popular idea, 
nowadays. The best guess is that Sen- 
ate and House will pass contrary bills, 
that an impasse will be reached, and 
that Muscle Shoals will continue to lie 
idle. Except in that the sale of power 
from the Wilson Dam to the Alabama 
Power Company which yields the gov- 
ernment about $850,000 a year, will 
continue uninterrupted. 


prt LF Kanto 





How can the motor bus be regulated? At the present time a motor 
bus which drives so much as a single foot beyond the borders of 
a state passes beyond the regulatory authority of the Public Serv- 
ice Commission. How the Parker Bill proposes to place these car- 
riers under control—and what is happening to the Parker Bill— 
will be told by Mr. LAMBERT in a coming issue of this magazine. 


311 








The March of Events 





Alabama 


Truck Competition with Rail 
and Express Opposed 


O NE of the hardest fought cases on record 
in which a request to permit a freight 
truck to parallel a railroad is involved, says 
the Mongomery Advertiser, was in prospect 
early in February before the Public Service 
Commission. This controversy involves an 
application of William A. Taylor of Syla- 
cauga, who desires to operate freight trucks 
between Birmingham and Columubus, Geor- 


Railroads Must Defend New 
Freight Rates 


HE Public Service Commission, on Jan- 
uary 29th, directed the Louisville & 
Nashville Railroad Company and all other 
steam railroads operating in the state to 
show why the Commission should not pre- 
scribe a “just and reasonable” scale of freight 


gia. Four railroads and two express com- 
panies have been fighting the petition. 

City officials and shippers along the route 
have, in some cases, come to the aid of the 
existing carriers. The Sylacauga Exchange 
Club adopted a resolution requesting the 
Commission to decline to permit the opera- 
tion of any more busses or trucks on the 
highways that enter Sylacauga. The pro- 
posed route virtually parallels the Central of 
Georgia, and the Central and the Railway 
Express Agency are the principal intervenors 
in the proceedings. 


rates on commodities moving between Ala- 
bama points. Hearing was set for March 4th. 

This action of the Commission followed a 
petition of the carriers operating in Alabama 
seeking authority for the cancellation of ex- 
isting commodity rates, carload and less than 
carload, on numerous commodities, and the 
establishment in lieu of rates on some of 
the commodities certain exceptions to clas- 
sification. 


California 


Free Water to Attract 
New Industries 


r= water has been suggested by one of 
the San Francisco supervisors, as bait to 
attract new industries to the city, according 
to an item in the San Francisco Chronicle. 
The plan is to give the supervisors the right 
to furnish free water, or water at a loss, to 
all new industries for a period of not more 
than five years. Following the development 
period special rates would be given the larg- 
er industries, based on the number of men 
employed. Supervisor Alfred Roncovieri, 
commenting upon this proposal, said: 


“The word subsidy is decidedly unpopular, 
I know, and it seems to scare many people. 
But if these people will take the time to in- 
vestigate and consider, they will discover that 
one of the main reasons why Los Angeles 
has so many new industries, some of which 
were taken away from San Francisco, is that 
Los Angeles has been following a consistent 
policy of encouraging new industries in their 
development period. The southern city does 
three things: First, free sites; second, free 
water; third, free power. 

“San Francisco can hardly give free sites, 
but we can very soon give water at cost, and 
before many months can hold out the induce- 
ment of power at low cost.” 
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City Officials May Lose 
Free Telephones 


HE discovery by the chairman of the San 

Francisco finance committee that the 
city’s telephone bill will amount to an in- 
crease of approximately $35,000 annually un- 
less there is a curtailment of the free phone 
services now being enjoyed by city officials, 
has threatened to curtail largely the free tele- 
phone rights. Some of the members of the 
board of supervisors have been stretching 
their free phone services to such a point that 
they not only have free phones in their homes 
but also in their private businesses. 

It seems that under the franchise of the 
old Home Telephone Company, predecessor 
of the Pacific Telephone & Telegraph Com- 
pany, the city was to have 1,000 free phones, 
but under the recent order ‘of the Commis- 
sion, establishing new telephone rates, special 
phone concessions, special rates, and the like, 


have been abolished. The San Francisco 
Chronicle says: 

“Old-timers around the city hall declare 
the original intention behind the granting of 
the ‘free’ phone privileges to the city dads 
was to permit the supervisors to phone to 
their wives on meeting nights when they 
could not come home to dinner. But the city 
hall-to-home service has now been extended 
into the marts of trade. 

“Some of the city dads, who enjoy the 
privileges of free telephones on the theory 
that they are entitled to them because of 
their official needs, do not have their names 
listed in the big directory of the telephone 
company. 

“Free speech is guaranteed us by the Con- 
stitution and free telephones by the charter,’ 
is the demand of the city dads. As a conse- 
quence, various municipal departments will 
have their telephonic equipment reduced so 
as to cut down the phone lists, according to 
information from the city hall.” 


= 


Connecticut 


Action by Attorney General 
Compulsory 


¥ is mandatory upon the state attorney 
general to bring action to remove the 
Public Utilities Commission when a petition 


signed by more than 100 electors is presented 
to him, according. to a ruling on February 
4th by Superior Court Judge Newell Jen- 
nings. The attorney general had refused to 
proceed because he considered the charges 
against the Commission unwarranted, but 
under this judicial interpretation he has no 
discretion in the matter. An appeal to the 


e 


Connecticut supreme court has been predicted. 

The controversy started when Professor 
Albert Levitt, of Greenwich and Redding, 
with other voters, presented a petition for 
removal of the Public Utilities Commission 
because of alleged failure on their part to 
compel the removal of grade crossings re- 
quired under the Connecticut law. The an- 
swer has been that the financial condition of 
the railroads does not justify more rapid 
progress in crossing removals and that the 
Commission has discretion to order crossing 
removals only when the financial condition 
of the carriers is such as to warrant such 
action. 


Georgia 


Roman Legions Attack 
Trolley Company 


T= city commission of Rome has in- 
structed G. E. Maddox, special attorney, 
to compel, if possible, through the courts, 
the restoration of trolley service to North 
Rome. Negotiations looking toward an 
amicable settlement of the matter between 
the city and the Georgia Power Company, 
ne to the Rome News-Tribune, have 
aile 


The line was abandoned and equipment re- 
moved a while ago. The Commission held 
that it had no jurisdiction to order restora- 
tion of service. An injunction was granted 
by Judge James Maddox, in superior court, 
restraining the company from removing any 
further street car service, from transferring 
its car service to any other company, and 
from disposing of its street car franchise 
rights. This injunction was excepted to by 
Barry Wright, attorney for the power com- 
pany, and the matter is now before the state 
supreme court. 
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Indiana 


LaPorte Phone Rate Raise 
before Court 


suir brought by-the city of LaPorte to 
A halt the rate increases granted by the 
Commission to the LaPorte County Tele- 
phone Company was opened before Judge 
Orlo R. Deahl at South Bend on February 
3rd. The new rates had been authorized by 
a three-to-two vote of the Utility Commis- 
sioners. 


The Commission had previously denied the 
company rate increases, requested because of 
storm damage to lines last May, but upon a 
new presentation of the case the higher rates 
were considered justified. The company ob- 
tained a rate increase on city service ranging 
from 35 to 50 cents a month and a 10-cent 
toll charge on all calls between exchanges. 
The city, in its —— to the new sched- 
ules, is supported by the LaPorte Chamber 
of Commerce and the LaPorte County Farm 
Bureau Federation. 


e 


Iowa 


Extensive Control of Trucking 
Business by Commission 


[= is the pioneer state in enacting reg- 
ulatory laws over trucks for hire oper- 
ating irregularly both within and outside 
cities and towns, according to a recent state- 
ment by B. M. Richardson, member of the 
Board of Railroad Commissioners. Mr. 
Richardson is optimistic in regard to the 
stabilization of the business of trucking 


freight and he believes the law tends to ele- 
vate the truck operators to the dignity of 
a business. 

The trucking law was enacted last year and 
became effective July 4, 1929, but it provided 
that the operators subject thereto who were 
then operating might have six months within 
which to comply with its provisions. This 
took the date up to January 4, 1930. The 
Commission is given power to issue permits 
for operation and to regulate rates and meth- 
ods of operation. 


Kentucky 


Gas Rates to Be Aired in 
Federal Court 


5 contest between the city of Lexing- 
ton and the Central Kentucky Natural 
Gas Company over rates, according to an 
opinion by three Federal judges, is within 
the jurisdiction of the Federal courts, not- 
withstanding a recent hearing before the 
State Railroad Commission. 

The public utility company carried the rate 
case to the Federal court after the Commis- 
sion had fixed the rate at 45 cents per thou- 
sand cubic feet, on the claim that this. rate 
is confiscatory. The company wants a sched- 


ule of rates to include the monthly consumer 
charge of 75 cents, a rate of 65 cents per 
thousand cubic feet for the first 5,000 feet, 
60 cents per thousand cubic feet for the next 
5,000 feet, and 55 cents per thousand for all 
over 10,000 cubic feet per month. 

Pending final decision by the Federal court, 
it is reported, the gas company will be per- 
mitted to collect the 60-cent rate, but if this 
rate is finally adjudged too high and a lower 
rate is fixed, the consumers will receive a 
refund of the surplus. To this end the com- 
pany has impounded the funds that are the 
approximate difference between the rates de- 
sired by the city and rates desired by the 
company. 


Maryland 


Hoarding of Tokens Forestalled 
by Trolley Company 


HE new fares of the United Railways, 
permitted by the United States Supreme 
Court, were put into effect on February 6th. 


Attempts by patrons to hoard tokens pur- 
chased at the old rate were forestalled by 
instructions to street car conductors on the 
previous day to limit the sale of tokens to 
four to a person. 

A new attack on the 10-cent fare, says the 
Baltimore Sun, is being organized and is 
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likely to be launched before the new fares 
are six months old. This new movement, it 
is said, will be in the hands of People’s Coun- 
sel John H. Lewin and will be built up 
around a demand for a revaluation of the 
street car company’s property in the hope of 
striking $15,000,000 or more from the present 
valuation. The former valuation was fixed 
as of December 31, 1924, and it is contended 
that values have fallen since that time. 


A substantial reduction in valuation would, 
of course, be reflected in fares, as the Su- 
reme Court has held that anything less than 
.44 per cent return on the rate base would 
be confiscatory. This is the return which 
was found to result from a straight 10-cent 
fare. A slash of $15,000,000 in the valuation, 
it is said, would add at least 1.5 per cent 
to the return, with no change in the figures 
as of last year. 


v 
Massachusetts 


Coal Cost to Power Company 
Attacked 


HE Commission, on February 6th, took 

up further consideration of the rates for 
current supplied by the Edison Electric II- 
luminating Company. Wycliffe C. Marshall, 
of Watertown, representing a number of 
customers, asserted that the company, al- 
though spending upwards of $2,000,000 an- 
nually for coal, was not getting full value 
that might be obtained if coal dealers were 
encouraged to compete for the business. 
The Boston Transcript reports: 

“There were several heated exchanges be- 
tween Mr. Marshall and F. Manly Ives, coun- 
sel for the company, who refused to furnish 
data requested by the other. 

“One request was that Mr. Ives furnish 
figures on the amount and cost of soft coal 


7 


Committee Report Not Agree- 
able to Legislators 


Tz House of Representatives, says the 
Boston Transcript, has evidenced a de- 
cided disposition to make: up its own mind 
about the legislative matters now before it. 
It has refused to accept reports from the 
committees on power and light and judiciary 


by substituting the original bills. The first 
of these bills sought to restrict service 
charges by public utilities companies to 
charges for actual service rendered, such as 
by supplying gas or electricity at a minimum 
charge for meter rental, says the Transcript. 
The second report turned down related to 


e 


Commission Praised and 
Attacked 


A VITRIOLIC attack upon the Commission 
and a proposal that the members of the 
Commission have an increase in salary were 


purchased by the Edison Company in the 
open market in 1928 and 1929. Counsel Ives 
said he would willingly furnish such infor- 
mation to the Public Utilities Board but not 
to Marshall. He said that he would allow 
a witness for the company to be cross ex- 
amined by Mr. Marshall, whereupon the lat- 
ter exclaimed, ‘I won’t let the Edison Com- 
pany present the customers’ case.’ 

“Mr. Ives submitted figures as to the quan- 
tity of ‘spot’ coal purchased, which in 1928 
amounted to 42,956 short tons at an average 
price of $4.349 per ton, and in 1929, 199,451 
short tons at average price of $4316. Mr. 
Marshall expressed dissatisfaction with this 
statement and said the company was not tell- 
ing anything about the results obtained in 
heat units. The company spent $20,000 last 
year in ‘testing’ coal, he pointed out, adding 
that he wanted to get at what the tests 
showed the real value of the coal to be.” 


some new proposals for criminal legislation. 

Representative Isidore H. Fox, the sponsor 
of the service charge bill, likened the service 
charge to the cover charge at an exclusive 
night club or hotel. He said the people were 
forced to pay 50 cents for the privilege of 
doing business with the gas company. The 
vote in favor of substitution of the bill was 
87 to 23. 

An .adverse report, says the Haverhill 
Gazette, has been made by the legislative 
committee on street railways which heard the 
bill filed in behalf of the Eastern Massachu- 
setts Street Railway Company to give the 
Commission full authority over the granting 
of bus licenses. This would take such au- 
thority away from cities and towns. 


both made before the legislative public serv- 
ice committee at a hearing early in February. 
Daniel J. Kiley, Boston attorney, according 
to the Boston Post, urged the committee to 
report favorably his bill for the abolition of 
the present Commission and the creation of 
a new one with five new members. He ar- 
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gued that the present members were un- 
qualified for their positions and that they 
had improperly disregarded the decisions of 
the Supreme Court by insisting upon the 
prudent investment theory rather than the 
reproduction cost theory of valuation for 
rate making. 

E. Mark Sullivan, former city solicitor of 
Boston, termed the attack “unjust and un- 
truthful and decidedly unmerited.” 


e 


John J. Kirkpatrick of Holyoke, on the 
other hand, told the legislative committee 
that the Commissioners are as hard worked 
as judges in superior court and their salaries 
should be commensurate with those of the 
judges. He said that the duties of the Com- 
missioners are constantly increasing and they 
would be able to earn three times as much 
in private employment doing the same kind 
of work. 


Michigan 


Equalization of Telephone 
Rates Is Stressed 


oye William S. Sayres, Jr., master in 
chancery of the Federal court, supported 
the contention of the Michigan Bell Tele- 
hone Company that all its exchanges should 
be regarded as a whole instead of as so 
many individual units in determining wheth- 
er its rates were confiscatory, it has been 
suggested that the Commission should make 
a complete review of the whole question. 
Thus in some communities the rates should 
be lowered and in others perhaps the rates 
should not be lowered, according to David H. 
Crowley, special counsel for Detroit in the 
telephone rate litigation. 

“I am not as optimistic over the outcome 
of this litigation as most of you,” the De- 
troit Free Press quotes Mr. Crowley. “The 
tendency of the United States Supreme Court 
has been antagonistic to the principles of 
valuation that we are upholding. But regard- 
less of whether the Sayres’ report stands or 
not, it is necessary that we proceed in order 
to obtain a legal determination of the ques- 
tions involved. 

“It never was contended before the master 
in chancery that Detroit rates are unfair. 
Yet, if the master’s report is upheld, Detroit 
will be forced to contribute about $1,000,000 
a year additional to the Bell Telephone Com- 
pany to make up a deficit caused by low rates 


e 


Car Riders Willing to Pay for 
Good Trolley Service 


HE majority of street car riders ques- 
tioned by Detroit Free Press representa- 
tives, it is reported, have expressed them- 
selves willing to pay a 7-cent fare for im- 
proved service on the Detroit municipally- 
owned railway. The Free Press quotes the 
following opinions of car riders: 
Mildred Robinson, 4423 Seminole ave- 
nue: “I’d willingly pay 7 cents to be sure 


outstate. That is an obviously unfair burden. 

“Because of this situation, the State Public 
Utilities Commission should begin immedi- 
ately to review all telephone rates. The 
Commission should start at the very begin- 
ning and equalize the whole burden on a 
basis fair to every municipality. Our problem 
is to force the Commission to take this ac- 
tion.” 

Plans are under way for opposition to the 
confirmation of the special master’s report 
by the Federal court. Attorney General Wil- 
bur M. Brucker has been working on briefs 
and he is reported as stating that he is pre- 
pared to carry the battle to the United States 
Supreme Court if need be. Attorneys rep- 
resenting a large number of communities 
throughout the state are co-operating. The 
Detroit News informs us: 

“Mr. Brucker told the league that the 
state’s attack on the report would be prin- 
cipally from those angles—that the company’s 
valuation, as fixed by Mr. Sayres, is too 
high, that ‘going value’ should not be con- 
sidered for rate-fixing purposes and that 7 
per cent is too liberal a return to allow the 
company on its investment. He pointed out 
that the importance of the Michigan Bell 
contract with the American Telephone & 
Telegraph Company has faded with the re- 
duction of the payments under the contract 
from 4 per cent to 14 per cent of the Mich- 
igan company’s gross earnings.” 


of a seat and comfort.” 

Patrick J. McDougall, 1375 East Jefferson 
avenue: “I waste a dime’s worth of energy 
getting on a car, a nickel’s worth getting off 
and two bits’ worth hanging on to a strap. 
Count me with the seven-centers.” 

W. Wyllie, 26653 Kenwood avenue: “I'll 
pay 7 cents if I get the service. I doubt 
if things can be improved much. More cars 
would mean slower movement, even if it 
meant more seats.” 

J. W. White, 26 Peterboro street: “I am 
in favor of a 7-cent fare if it means better 
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service. I have found higher fares in other 
cities, but also the accommodation has been 
ial 

“If 7 cents would buy us heat in the cars 
I’d pay it willingly, but it would cost more 
than that to warm up these ice boxes,” said 
Leo McKenna, of 14960 Littlefield avenue. 
“A few more cars wouldn’t hurt, either. But 


why talk about it? It’s just a dream, all this 
planned improvement.” 

“T’ll not pay more than 6 cents without a 
struggle,” said Charles Cookler, of 
Dailey court. “We've heard all these prom- 
ises before. Even if they wanted to add 
more cars they couldn’t do it because there’s 
no room for them.” 


Minnesota 


Gas Franchise Extended 
in Minneapolis 


HE Minneapolis city council has voted 

to extend the present franchise of the 
Minneapolis Gas Light Company, which was 
to expire February 24th, to December 3lst, 
1930. Faced with delay in valuation of the 
property, we are informed, the committee 
urged the extension in order to get some ten 
additional months to make the appraisal and 
agree on terms for a new franchise. 

City Attorney Neil M. Cronin explained 
that negotiations could not be completed in 
time to have a new franchise signed in Feb- 
ruary. He indicated that Dr. Milo R. Malt- 
bie, the city’s gas expert, could not present 
his data before March 15th. 

“We are, of course, disappointed with the 
city attorney’s proposal,” said Charles R. 
Fowler, counsel for the gas company, “but 
since the council has passed the ordinance, 
it will receive the careful consideration of 
the board of directors of the company. 

“After the special gas committee of the 
city council was appointed, John K. Swan- 
son, vice president and general manager of 


Engineer’s Report Indicates 
High Phone Rate 


eg of the investigation of the Tri- 
State Telephone & Telegraph Com- 
pany’s rate structure was filed on February 
4th with the Railroad and Warehouse Com- 


mission. This was based upon a report by 
D. J. Jurgenson, chief engineer of the Com- 
mission, who has been conducting the rate 
Investigation. 

Commissioner C. J. Laurisch, who filed the 
summary, stated that on the basis of the re- 
port the company is earning 15.37 per cent 


the company, appeared before the committee 
on November 14th and outlined the pressing 
needs of the company, requesting urgent ac- 
tion and offering to co-operate with the com- 
mittee in every respect. 

“Later—on December 17th—at the request 
of the committee, the gas company presented 
forms of ordinances covering a new fran- 
chise and an experimental rate schedule. 
This was done with the understanding that 
an expert would be immediately employed 
by the city and that negotiations would be- 
gin promptly and proceed expeditiously. We 
had no communication with the expert em- 
ployed by the city until January 13th, and 
then only for a few moments. 

“The company has made it plain for more 
than two years that its revenues are inade- 
quate and that it desired an experimental rate 
on the step rate plan, giving the consumer a 
more equitable rate structure and providing 
a charge for service cost. 

“This was desired for the reason that ex- 
perience under a step rate structure is neces- 
sary both for the company and the city.” 

The company then made counter proposals 
of a 68 to 8.2-cent rate per 100 feet, with 
a minimum of $1 monthly. 


on its present fair value, which value is 
based on the cost of replacement at present 
prices, plus going concern value. Mr. Laur- 
isch said that this indicated that a reduction 
of 21.06 per cent in the company’s rates is 
justified and the company would still earn 7 
per cent on its fair value. 

G. W. Robinson, president of the company, 
according to the St. Paul Pioneer-Press, stat- 
ed that his organization would have no com- 
ment to make on the report as methods of 
valuation differ widely. The company, he 
said, would present its case when the valua- 
tion hearings were resumed before the Com- 
mission. 
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Missour1 


Restoration of Depreciation Re- 
serve Balance Demanded 


HE Commission, on January 3lst, re- 

sumed hearings on the petition of the 
city of St. Louis to require the St. Louis 
Public Service Company to restore to its 
books a depreciation reserve balance of $8,- 
369,931 that was dropped when the present 
owners took over the property in 1927 in a 
reorganization, and to account for the fund. 


The hearing was then adjourned to be opened 
again at a later date. 

The city does not charge misuse of the 
depreciation fund but insists the company 
should restore the balance to its books inas- 
much as the money was set aside from fares 
paid by the car riders for preservation of the 
street railway property. It is the conten- 
tion of the city that the company should ac- 
count for the fund and credit to it any in- 
come from the investment of that amount 
of money. 


e 


New jersey 


Public Hearings Demanded on 
Permanent Trolley Fares 


A= has been offered in the New Jersey 
legislature to compel the Commission to 
conduct a public hearing before making 
permanent the new tariffs of the Public 
Service Co-ordinated Transport. Tokens at 
10 for 50 cents with a 10-cent cash fare were 
permitted to go into effect on January Ist 
for an indefinite period. 

Court proceedings to prevent the opera- 
tion of the new fares were defeated. The 
last upset reported for those opposing the 
rates was the decision handed down by Jus- 
tices Charles W. Parker, Charles C. Black, 
and Joseph L. Bodine in the Supreme Court 
on February 5th, denying a writ of review 
of the action of the Commission in allowing 
the new schedules. The court ruled that the 
failure of the Commission to hold public 
hearings on the rate schedule had no bearing 
on the situation. 

The court pointed out that appeals for a 
hearing could be made directly to the Com- 
mission which granted the change in rates, 
or the Board itself may act for revision after 
due hearing. 

The Board of Public Utility Commission- 
ers, in reply to a criticism of the token fares, 


made by an attorney for a political club, said: 

“Under the proposed plan, all regular rid- 
ers can still ride at a 5-cent rate by pur- 
chasing ten tokens for 50 cents. The oc- 
casional rider will pay a cash fare of 10 
cents. It is entirely a matter of choice with 
the rider whether it is desired to purchase 
tokens or pay a cash fare. 

“The purpose of this experiment is to pre- 
serve the 5-cent fare of all regular users of 
trolleys and busses. The Board deems it 
more in the public interest to permit a plan 
of this kind to become effective than to con- 
sider an application for an increased fare to 
all riders. 

“The reason a rate case has been post- 
poned at this time is because of the fact that 
it is impossible to forecast at present the 
number of persons who will continue to ride 
at the 5-cent fare by purchasing tokens, and 
the number who will choose to pay a 10-cent 
cash fare for the occasional ride. 

“The only way that the effect of this plan 
on the revenue can be ascertained is by ex- 
periment. 

“In the meanwhile there has been reserved 
to all municipalities and other parties inter- 
ested, the right to be heard when the experi- 
ment has had a reasonable opportunity to 
demonstrate whether or not it will produce 
the financial results anticipated.” 


7 


New 


Further Reduction in Phone 
Rates Sought 


i the New York Public Service 
Commission slashed by 20 per cent the 
new rates of the New York Telephone Com- 
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Y ork 


pany which went into effect on February Ist, 
the city of New York has announced that it 
would seek a further reduction of $8,712,672 
in the company’s valuation figures, which, ac- 
cording to estimates submitted, would mean 
a cut of another $609,887 from the gross 
revenue. 
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Hearings on the telephone rates were re- 
sumed by the Commission on February 14th. 
The Commission has been engaged in a care- 
ful scrutiny of the estimates of expenditures 
for 1930. 

The resignation of Chairman Prendergast 
from the Commission because of differences 
of opinion with the governor in regard to the 
functions of the Commission, has stirred up 
a whirlwind of discussion. Attorney Gen- 
eral Ward, according to the newspapers, has 
put forward views wholly at variance with 
those of Governor Roosevelt and the action 
of the legislature in the New York telephone 
rate case. The Public Service Commission 
should be a judicial body, not merely a ce- 
fending or fact finding group under execu- 
tive control or dominated by executive influ- 
ence, the attorney general held. The New 
York World states that he likewise consid- 
ered the Federal courts offered speedier dis- 
position of rate cases than state courts. The 


Bondholders Oppose 
Lower Rates 


HAT part of the public made up of pub- 
lic utility patrons is often in evidence 
when rate controversies are to be decided, 
but in the discussion of fares for the New 
York State Railways in the city of Roches- 
ter the portion of the public made up of 
bondholders has made its appearance. 
At a hearing before the public utilities 
committee of the city council on February 
13th, representatives of the bondholders as- 


World, in discussing this further, says: 

“His remarks about executive control or 
domination were interpreted as a_ thinly 
veiled criticism of the governor’s order ten 
days ago to the Public Service Commission 
to take ‘firm and aggressive action’ to com- 
bat the proposed telephone rate increase.” 

A special session of the legislature, says 
the New York Evening World, impends as 
the logical result of the telephone rate mud- 
dle and the demand for a new public service 
law. Governor Roosevelt was reported as 
not opposed to such an idea, and Republican 
leaders were said to be willing to go along 
with him if some legislation could be passed 
to keep public utilities out of the campaign 
fcr the governorship next fall. Aside from 
state legislation, the people are much inter- 
ested in the question of the interference by 
Federal courts in state regulation. Bills have 
been introduced and are pending in Congress 
on this subject. 


serted that the sale of tickets on the cars 
and busses and a 5-cent fare for school chil- 
dren would result in loss of revenue from 
$275,000 to $300,000 on the Rochester prop- 
erty and that it would be detrimental to trol- 
ley service. 

The committee had under consideration the 
extension of the service-at-cost contract, 
which, according to its provisions, would 
terminate if receivers took over the street 
railways. John F. Tilton, president of the 
New York State Railways and William T. 
Plumb have been appointed receivers by the 
Federal court. 


e 


Rhode 


Probe of Utility Board Killed 
in Legislature 


Ma of the House on January 30th 
indefinitely postponed, by a vote of 54 
to 36, a resolution to create a special legis- 
lative committee to investigate permission 
granted utility companies to collect service 
charges. The proposed investigating com- 
mittee was also to consider other features of 
public utility regulation by the Commission 


Island 


— the time of its inception in the year 

Public utility corporations would be re- 
quired to pay interest annually to consumers 
on all deposits for service, says the Provi- 
dence News-Tribune, under the terms of an- 
other bill introduced in the House. The bill 
provides that all utilities, in filing schedules 
of rates with the Commission, must specify 
the nature of deposits made for service, and 
that interest shall be paid at the rate of 5 
per cent annually. 








The Utilities and the Public 





The Attempted Muzzling of an 
Anti-utility Newspaper 


ISCONSIN has become agi- 
tated over a decision of a 
lower court which refused 


to grant an injunction to prevent a 
newspaper in that state from mak- 
ing attacks on the rate policies of a 
street railway company. The injunc- 
. tion was refused, but the court took 
advantage of the opportunity to make 
a few pertinent remarks that indicat- 
ed its right to issue an injunction 
against newspapers, although the 
facts alleged did not show any neces- 
sity for such action in the case at bar. 

Here are the facts: When North 
Milwaukee was annexed to the city 
proper a year ago (according to the 
Post, a weekly newspaper serving 
that suburb) the residents were prom- 
ised the benefit of the city’s street 
railway rate, which is 7 cents. North 
Milwaukee was then in a second fare 
zone. Notwithstanding the fact that 
the annexation has been completed 
for over a year, no reduction has 
been forthcoming. On the contrary, 
the utility has asked the State Com- 
mission for a general increase. 

This action drew fire from the 
Post, which in the course of its cam- 
paign printed a communication signed 
by the ubiquitous “Pro Bono Pub- 
lico,” urging the car riders to refuse 
to pay and recommending physical 
violence as a method of asserting al- 
leged rights. 

The street car company asked for 


an injunction against the future pub- 
lication of all such inflammatory opin- 
ions on the ground that they were cal- 
culated to incite violence; it claimed 
that many people had followed the 
advice of Mr. P. B. Publico and had 
refused to pay their fares. The news- 
paper publishers resisted the injunc- 
tion on the ground of the constitu- 
tional right of the freedom of the 
press. The street car company has 
appealed to the supreme court, where 
there wili probably be a hearing late 
in the fall. 

The most remarkable feature about 
this otherwise unimportant case is the 
storm of criticism it has aroused 
among representatives of the press 
all over the country. It has been 
linked with the much discussed in- 
junction law of Minnesota as another 
step in the systematic movement 
toward the muzzling of the press by 
injunction. Commenting on the sit- 
uation the Editor & Publisher states: 

“Tt was one of the boldest assaults 
on the freedom of the press in re- 
cent years, during which there have 
been many. Judge Gehrz, sitting in 

a state court, has now handed down 

a decision in the Post case. It is 

alarming. He holds that a news- 

paper has a right to publish a letter 
attacking a utility as part of a pub- 
lic controversy, but he also holds that 
an injunction may be issued to re- 
strain a newspaper if the right of 
freedom of the press has been 
‘abused.’ This, then, is one step 
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nearer to the state of affairs which 
the politicians and courts of Minne- 
sota propose to inflict upon free in- 
stitutions—censorship by injunction.” 


Mr. Boyd Gurley, editor of the 
Indianapolis Times, writes as follows 
in the Washington News: 


“A serious aspect is that Judge 
Gehrz is regarded as scrupulously 
honest. He has the reputation of 
being free from alliances of any 
kind, corporation or otherwise. He 
also is regarded as most able. That 
he believes courts have this power 
means more than were he a political 
judge, echoing the wishes of secret 
masters. He suggests that courts 
have this power, that they may en- 
join editors, that they may intervene 
in advance of publication and assume 
censorship and perhaps editorship on 
public questions. 

“It is for this reason that the de- 
cision of the supreme court may be- 
come important to the whole news- 
paper field and, more important, to 
all citizens who regard an uncen- 
sored press as their defence against 
outrage and wrong.” 


Apparently another hornet’s nest 
has been stirred up. Whether or not 
a court can restrain a newspaper 
from publishing inflammatory arti- 
cles against the utility or anybody 
else is, of course, a highly debatable 
question that must be settled by that 
agency which is now handling it—the 
court. But it may be asked: Is it 
always good policy for a utility to 
insist upon its full legal rights? 

In other words, is there not a seri- 
ous question of public relations pre- 
sented here that is well worth con- 
sideration by utility management? Is 
it always wise to go to court? 

Granted that the proper place for 
trying rate cases is before the Com- 
mission and not in the newspapers, 


will the legal vindication of the util- 
ity’s position be backed up with fig- 
ures on the credit side of the ledger? 
Whether the injunction is finally is- 
sued or denied, will the people in the 
community feel more or less kindly 
disposed towards the street railway 
company because of this controversy? 
Were there not other remedies avail- 
able to the utility to compensate for 
its injuries? A newspaper may be 
sued for civil libel and its editors 
may be sent to jail for criminal libel. 

On the other hand, it must not be 
forgotten that there are times when 
the right to protection of property 
and life must be asserted in the most 
effective way at all costs. If every- 
body proceeded on the theory of ex- 
pediency, the disorderly elements of 
the community would soon have the 
upper hand. 

Freedom of the press and freedom 
of speech are sacred rights but there 
are penalties provided for a violation 
of them. Injunction is an extraordi- 
nary remedy to be used with care, but 
there are times when it must be used 
to prevent injuries that would other- 
wise be irreparable. Let us suppose, 
in the Wisconsin case, that instead of 
publishing a letter advising resistance 
to payment of lawful street railway 
fares by physical force, the paper had 
urged and threatened to continue to 
urge the people to burn the city hall 
or a rival newspaper office or shoot 
the mayor. An attempt to suppress a 
publication of that sort could hardly 
be said to be an effort to gag the 
press. And if it were said to be that, 
it should not deter persons against 
whom such outrages were urged, 
from invoking the extraordinary rem- 
edy of injunction. 
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The Highest Court Changes Pilots 


Gy is with genuine regret that we 
note the resignation of that great 
but genial jurist, William Howard 
Taft, from. the post of Chief Justice 
of the Supreme Court. Since his ap- 
pointment by the late President Hard- 
ing in 1921, he has served the coun- 
try both well and faithfully in what 
is, next to the Presidency he once oc- 
cupied, the highest office in the land. 

It is no secret that there exists 
among these most distinguished serv- 
ants of the people on the highest 
bench, two somewhat opposing ele- 

‘ments. There is what might be called 
the left or liberal wing represented by 
those two grand old veterans, Justice 
Holmes and Justice Brandeis, and a 
right or more conservative wing led 
by two other distinguished jurists, 
Justice Butler and Justice Sutherland. 

It is probably well for the fortunes 
of the country that there exists in our 
supreme tribunal this balance of sen- 
timent, thereby giving true represen- 
tation to the corresponding views of 
our citizens. But it places greater 
responsibility upon those members of 
the court who occupy the middle 
ground and exercise the balance of 
power. 

Mr. Taft, pre-eminently qualified 
in all matters of legal learning, ever 
obeyed the injunction of the ancient 
Horace that the middle is the safest 
ground, leaning now to this side and 
now to that, and ever guiding our 
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judiciary safely through the cross cur- 
rents of conflicting views. He sided 
with Mr. Brandeis in the Georgia 
Railway Case. He swung the balan- 
cing vote the other way in the O’Fal- 
lon Case. Furthermore in not one of 
the many utility decisions that came 
before him during his period as Chief 
Justice does his name appear with the 
dissenting minority. This would 
seem another indication of the deli- 
cate balance exercised by Mr. Taft, 
and in exercising it there have been 
created many new and important de- 
velopments of utility law. 

We feel that his successor to office, 
Mr. Hughes, will follow the footsteps 
of Mr. Taft. Mr. Hughes is particu- 
larly qualified for the office on public 
utility matters, not to mention his ad- 
mitted learning in other branches of 
the law. As Governor of New York 
he was “father” of the famous Pub- 
lic Service Commission Law of that 
state which has served more than any 
other single piece of legislation as a 
pattern for Commission regulation. 
His past history and conduct both in 
and out of public office would seem 
to indicate that all those interested in 
utility regulation may have as much 
confidence in Mr. Hughes as in the 
judgment of Mr. Taft. He too, we 
think, will continue to occupy middle 
ground and exercise the balance of 
power judiciously between the right 
and left wings. 


Protecting a Utility’s Corporate Fiction 

news of another important victory by 
a utility in Federal court against rate 
orders of a State Commission. This 


LOSE on the heels of the New 
York Telephone Case and the 
Baltimore Railway Case comes the 
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time the news is from Illinois where 
a United States District Court sitting 
as a statutory “three-judge court” 
(from which appeal may be taken di- 
rectly to the United States Supreme 
Court) has made permanent a tem- 
porary injunction sought by the IlIli- 
nois Bell Telephone Company to re- 
strain the enforcement of an order 
made in 1923 by the Illinois Com- 
merce Commission reducing the 
charges to be made for four classes 
of coin box service. 

There were a number of routine 
matters decided of the sort that 
usually bob up in such confiscation 
cases. In particular there was the rul- 
ing of the Commission excluding 
from its valuation estimate the value 
of certain additions to plant con- 
structed with funds from a deprecia- 
tion reserve set up out of past earn- 
ings. The court disagreed with the 
Commission’s ruling. With these 
items allowed, the rates were found 
inadequate to yield a return on the 
properties sufficient to escape being 
confiscatory. There was another 
point made condemning the Commis- 
sion’s method of handling deprecia- 
tion. 

But from a broad regulatory view- 
point, probably the most significant 
holding in this case was the refusal 
by the court to disregard the corpo- 
rate entities of the Illinois Telephone 
Company and its parent corporation, 
the American Telephone & Telegraph 
Company. 

There has been some question over 
the propriety of a State Commission 
tending the corporate veil between 
affiliated utilities, and in these days 
of hectic mergers that question has 
become more and more important. 


The Illinois Telephone decision will 
go a long way towards defining the 
limitations of the State Commission 
in such matters. 

The question arose when the city 
of Chicago challenged the validity of 
an agreement between the [Illinois 
Company and the American Company 
whereby the former was to pay to the 
latter 44 per cent of its gross reve- 
nues for rent of instruments and as 
compensation for engineering, execu- 
tive, financial, and other services. 
The city argued that the American 
company had exercised its control in 
such a way as to destroy the corpo- 
rate identity of the Illinois Company, 
making the latter a mere instrumen- 
tality of the former. 

This contention was evidently based 
upon a rather ancient ruling in cor- 
poration law that the corporate fic- 
tion between two affiliated companies 
may be disregarded by the equity 
courts where one company so domi- 
nates another, and so controls the 
latter’s officers and directors, that the 
subservient company becomes a mere 
agency and its officers have no will 
of their own. The Federal court 
found that such a state of affairs was 
not shown by the evidence in the IIli- 
nois Company’s relations with its 
parent. The opinion states: 

“The Illinois Company is to be 
treated as the real plaintiff in this 
case. While agreements with the 
American Company, so far as they 
affect the question of confiscation, 
are to be scrutinized carefully, they 
are not to be rejected as shams; nor 
may findings of the Commission as 
to what would be fair and reasona- 
ble contracts be substituted for them 
unless it appears they were made in 
bad faith and as a device for unduly 
enhancing the earnings of the Ameri- 
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can Company at the expense of the 

Illinois Company.” 

This will probably become the rule 
in all such future situations, namely 
that contracts between affiliated com- 
panies, although subject to careful 
inspection, must be given full credit 
and effect in the absence of evidence 
of bad faith. 

This decision seems considerably 
at variance with a decision of the 


Michigan supreme court made some 


- months ago in which the state court 


held the American Telephone & Tele- 
graph to be identical with the local 
telephone company because it con- 
trolled more than 99 per cent of its 
stock. The court in that case refused 
to-accept at its face value the contract 
between the affiliated companies based 
on a similar percentage of gross re- 
ceipts from operation. 


Sub-Metering Is Permitted in the 
Capitol City 


HE irritating problem of sub- 
metering has again burst forth 
in one of its sorest spots—the Dis- 
trict of Columbia. Some months ago 


the District Commission approved 
certain rules and regulations of the 


Potomac Electric Power Company 
which attempted to prohibit the resale 
distribution or so-called “submeter- 
ing’ of electricity by owners and 
operators of hotels, apartment houses, 
and office buildings to tenants where 
the charge for such service was not 
included in the rent. 

Upon appeal to the supreme court 
of the District, Justice Bailey ruled 
that the District Commission had no 
authority or jurisdiction to pass on 
such matters. This had the effect in 
plain language of “passing the buck” 
back to the electric company. If it 
had a right to refuse such service, it 
must do so on its own responsibility 
and not under color of the authority 
of the District Commission. 

The utility recently resolved to 
make a try at it and refused to fur- 
nish electricity to an apartment house 
owner unless the latter would agree 


not to charge his tenants. for such 
electricity transmitted to them by him 
on the basis of the amount used by 
the tenants as ascertained by a meter, 
or unless the apartment house owner 
would agree not to resell the current 
to his tenants. Five plaintiffs brought 
suit and the motion to dismiss then 
made by the utility was overruled. 
Justice Stafford, giving a memoran- 
dum opinion, stated : 


“The sole question would seem to 
be whether in thus charging the ten- 
ants for the electricity bought by the 
apartment house owner and by him 
transmitted to them the amount of 
such charge may be ascertained by 
the use of a meter so that each ten- 
ant may be charged for what he 
actually uses instead of being charged 
a lump sum by way of increased rent 
or without any reference to the 
amount used by the particular tenant. 
The court is unable to see any rea- 
son or legal basis for such a distinc- 
tion, nor upon what ground the pow- 
er company can refuse to furnish the 
electricity to the apartment house 
owner unless he will comply with 
such a condition.” 


This action of the court has the ef- 
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fect of deciding that the utility is not 
justified in refusing service under the 
conditions described. It may or may 
not have a definite bearing upon the 
litigation now pending in New York 


city. There seems to be some ques- — 


tion, however, whether the New York 
law defining “electrical corporations” 
would include the distribution of elec- 
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tricity by a landlord for his tenants. 
The District of Columbia law definite- 
ly does not include such activities as 
constituting an “electric corporation.” 
This technical point may be a distin- 
guishing feature between what has 
happened in the District of Columbia 
and what will happen in New York 
city. 


Who Owns the Gas in a Pipe Line? 


hs morning a sporting man sold 
one of his fancy racing horses 
then in his stable to another gentle- 
man who had similar tastes. When 
the purchaser went to look for his 
horse, it was dead. Thereupon it 
became important to find out just 
what time of day the title passed as 
well as just what time of day the ani- 
mal died in order to ascertain upon 
whom the loss fell. 

This is a simplified example of the 
important bearing that passage of title 
has upon the solution of many legal 
problems including the question of 
public utility status. 

The Commission cannot regulate 
the carriage of property by the party 
owning it. That is why a mining 
company operating its own railroad 
strictly over its own property and 
carrying its own goods or workmen, 
but not carrying the property of oth- 
ers, is not subject to regulation. 

When we apply this principle to 


e 


pipe line companies, the decision is 
sometimes more difficult. Recently 
the Nebraska Pipe Line Company 
asked the Commission of that state 
for authority to issue securities. The 
Commission declined to take jurisdic- 
tion upon the ground that the com- 
pany was not a common carrier. 

The pipe line company transported 
only its own natural gas, purchasing 
it at one end from the producing 
company and selling it at the other 
to a distributing company. If you 
wanted gas transported over the com- 
pany’s line you would have to sell it 
at one terminal and buy it back at the 
other. This arrangement was not a 
subterfuge to evade regulation but a 
legal necessity because the particular 
consignment of gas would lose its 
identity in the mass transported. Be- 
cause of this ownership of property, 
however, it was decided that the com- 
pany was not a common carrier with- 
in the meaning of the statute. 


Making a Railroad Spend Money 


= is increasing evidence that 
regulation of public utilities by 
the Commissions is beginning to have 
a daily increasing effect upon our Na- 
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tion’s business. Originally the Com- 
missions’ duties were confined to rate 
adjustments and service regulation. 
But now Commissions are beginning 
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Section 20 gives the Commission 
discretionary power to issue such cer- 
tificates and provides for an injunc- 
tion at the suit of the United States 
for any construction, operation, or 
abandonment of such line of rail- 
road or extension thereof without a 
certificate, and punishes a_ viola- 
tion. 

Section 21 provides that aiter a 
hearing in such proceeding upon 
complaint, or upon its own initiative 
without complaint, the Commission 
may authorize or require by order 
any carrier by railroad 
the act to provide iteeli with sate and 
adequate facilities for performing as 
s Gem carrier 8 car Service, af 


subject to 


that term i@ weed im the act, and to 
extend ite line or lines, if the Com 
mission finds that it is reasonably re 
quired in the interest of public con 
venience and necessity, and will not 
impair the ability of the carrier to 
perform its duty to the public. 
Section 3, embracing {] 3 and 4, 
provides, in 7 3, that carriers shall 
afford all reasonable, proper, and 
equal facilities for the interchange 
of traffic between their respective 
lines and for the receiving, forward- 
ing, and delivering of passengers or 
property to and from their several 


minal, by another carrier or other 
carriers, on such terms and for such 
compensation as the carriers affected 
may agree upon, or, in the event of 
a failure to agree, as the Commission 
may deem just and reasonable for 
the use so required, as if in condem- 
nation proceedings. 

In its final report the Interstate 
Commerce Commussion held that it 
had no power to require the construc- 
tion and operation of a union station 
upon the site specified. The Commis 
sions report was in part as follows 

“Complainants have again raised 
the question whether we have power 
to require the defendants to 
struct and operate 4 union passer 
ger station upon the site heretofore 
specified in our findings. Their con 
tention that we have such power was 
pressed with vigor upon the original 
submission before us. The com 
plainants point to § 3, Tf 3 and 4 of 
the Interstate Commerce Act as fur- 
nishing the necessary statutory au- 
thority. As stated in the original re- 
port [100 Inters. Com. Rep.] at page 
430, we concluded that we are not 
empowered to require the construc- 
tion of a union passenger station as 
sought in No. 14778, under the is- 
sues framed in the complaint therein. 
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essary judgment. Adis WOasiolivis o 
power under J 3 of § 3 to require the 
establishment of connections between 
the main lines of carriers was as- 
serted by it in Pittsburgh & W. V. 
R. Co. v. Lake Erie, A. & W. R. Co. 
(1923) 81 Inters. Com. Rep. 333, a 
case decided after the withdrawal by 
the Jackson & Eastern of its applica- 
tion to the Commission for leave to 
make the junction at Curran’s Cross- 
ing, and in Chamber of Commerce v. 
Wichita Falls, R. & Ft. W. R. Co 
(1926) 109 Inters. Com. Rep. 81 
That ite jurtediction te exclusive was 
held in People ex rel. New York ( 
KR. Co. v. Public Service Lommniesion 
(1922) 235 N. ¥ 113, 119-121, 
.U.R.1922K, 229, 135 N. BE. 195, 22 
ALR. 1073. Compare Lake Erie, 
\ & W. R. Co. v. Public Utilitie 
Commission (1923) 109 Ohio St 
103, 141 N. BE. 847°" 

The Commission proceeded : 

“The distinction between a simple 
switch connection such as was con- 
templated by the cases previously re- 
ferred to, and the elaborate facilities 
sought to be required by us in the 
present case, is obvious. Re-examina- 
tion of the whole subject again leads 
us to the conclusion that under exist- 
ing law we are not empowered to re- 


interest.” 

In weighing the effect of the trans- 
portation act, it should be noted that 
in this important measure affecting 
associations between interstate car- 
riers of a compulsory character, there 
is nowhere express authority for the 
establishment of union passenger 
stations, compulsory or otherwise. 
Emphasis is put on a physical connec- 
tion between the tracks of one car- 
rier and others if permitted by the 
Interstate Commerce Commission and 
if properly paid for, either by agree 
ment or condemnation, by the carrier 
enjoying the wee of the tracks of the 
other companies Tut it te limited in 
extent to connections with the tern 
nals of other companies within a rea 
sonable length. This court said: 

The possible peril to interstate 
commerce in a physical connection 
between two main tracks “shows that 
the jurisdiction of the Commission 
over such connections must be ex- 
clusive if the duty imposed upon it 
to develop and control an adequate 
system of interstate rail transporta- 
tion is to effectively performed. 
Moreover, the establishment of junc- 
tions between the main lines of in- 
dependent carriers is commonly con- 
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APPEARANCES: Everett H. Haxcy, 
Nathaniel W. Wilson, Lewis A. Bur- 
leigh, Jr., for petitioner. 


By the Commission: The peti- 
tioner in this case (Central Maine 
Power Company) is engaged in the 
business of generating and distribut- 
ing electricity for light, heat, and 
power throughout the central part of 
this state. It is a subsidiary of the 
New England Public Service Com- 
pany and is the largest public utility 
of its kind operating in Maine. It 
was organized by virtue of Chapter 
104 of the Private and Special Laws 
of 1907, with amendments from time 
to time and in ways not now perti- 
nent to this inquiry. The petition, 
bearing date of February 14, 1928, 
asks the approval of this Commission 
for the issuance of : 

“Not exceeding 7,913 shares of the 
common capital stock of the company 
for the purpose of the discharge and 
lawful refunding of its obligations, 
to-wit: Its obligations incurred in 
providing the necessary funds for the 
acquisition of property used for the 
purpose of carrying out its corporate 
powers, and for the construction, 
completion, extension, and improve- 
ment of its facilities, and the improve 
ment and maintenance of its service, 
to the amount of $791,386.61, which 
is the amount of unamortized dis 
count on the several bond iseues of 
Central Maine Power Company 
Phe petitioner also alleges that 
“Central Maine Power 


mmpany 
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said bonds. All of said bonds were 
sold for the purpose of acquiring 
funds for the acquisition of property 
for the carrying out of the company’s 
corporate powers, for the construc- 
tion, completion, and extension of 
its plants and properties, and for 
the improvement and maintenance 
of its service to the public. In 
each case of the acquisition of prop- 
erty and the construction of plants 
and properties, the company has is- 
sued securities in principal amount 
sufficient only to pay for the actual 
cost, or a proportionate part there- 
of, of such properties. The sale of 
such bonds at a discount has made 
necessary the raising of funds by 
other means to provide the difference 
between the cost of the property, or 
a proportionate part thereof, and the 
proceeds realized from the sale of 
bonds. This difference in money re- 
quired, usually denominated as bond 
discount, has been secured by the 
company by borrowing the same from 
various banks or others in the form 
of loans maturing not more than 
twelve months from the respective 
dates thereof. The company has 
necessarily been compelled to renew 
such loans from time to time. The 
notes of the company securing such 
loans, whether issued originally or in 
renewal, are the obligations of the 
company which it proposes to dis 
charge and refund by the proceeds of 
common stock, the authorization for 
which is requested in this petition 
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tioner states and the evidence shows 
were incurred by reason of selling its 
yarious issues of bonds at a discount. 

Upon due notice being given, hear- 
ing was held at the office of the Com- 
mission in Augusta on the 25th day 
of July, 1928, at 10 o’clock in the 
forenoon. At the request of the peti- 
tioner such hearing was continued 


and concluded August 2, 1928. 


Evidence in the Case 


Exhibits were offered and admitted 
in evidence showing the date of the 
various bond issues, the principal 
amount of each, the price at which 
they were sold to brokers, the pro- 
ceeds, the retail price at which the 
securities were sold to the public, the 
yield at retail price, and the discount 
suffered. There was also evidence in- 
troduced showing the expense in- 
curred in connection with the various 
issues, the unamortized debt discount 
and outstanding notes payable, includ- 
ing debenture notes authorized by the 
Commission under U-673 

These schedules in detail show that 
the petitioner has from time to time, 
between the dates of March 28, 1910, 
and December 1, 1927, issued bonds 
in an aggregate par amount of $19,- 
066, 500 That these bonds were sold 
to brokers at prices ranging all the 


way from AZ to par, the total pro 
ce amounting to $17,747,475 
hat the discount suffered of ale of 
these securities was the ut i Si 
s19.025 That of thi rhount there 
has been already amortized under the 
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count and is entirely exclusive of any 
expense such as printing, legal fees, 
trustees’ fees, or other like expendi- 
tures incident to a bond issue; it 
represents that portion of the differ- 
ence between the prices realized by the 
company and the par of the securi- 
ties outside of the expense items 
above referred to, unamortized at the 
date of the petition in this case, and 
is the amount which the company 
now seeks to capitalize. 

It was established by the evidence, 
and is not in dispute, that, on the 
various issues of bonds of this com- 
pany, discounts to the amount above 
stated were suffered owing to the in- 
ability of the bonds to command an 
amount in the market equal to their 
par value. As above shown, a con- 
siderable portion of this discount has 
been already amortized under the 
Commission’s orders but at the time 
of the filing of the petition there re- 
mained the sum of $791,386.61 un- 
amortized and carried on the books 
and balance sheet of the company as 
a debit, offset on the credit side of 
the company's accounts by promis- 
sory notes issued by the petitioner tor 
temporary loans in this amount 


Petitioner's Basi Clatwm 


It is the petitioner's claim that thes 
notes may now properly be refunded 
by the mauve of common stock, which 

the precise question to be deter 
mined by we 

lo state the problem in another 
way, may thie _onuniesion properly 
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